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OVERSIGHT  HEARING  OF  THE  SMALL  BUSI 
NESS  ADMINISTRATIONS  MICROLOAN  DEM 
ONSTRATION  PROGRAM 


THURSDAY,  FEBRUARY  25,  1993 

U.S.  Senate, 
Committee  on  Small  Business, 

Washington,  DC. 

The  Committee  met,  pursuant  to  notice,  at  10  a.m.  in  room  428A, 
Russell  Senate  Office  Building,  Hon.  Dale  Bumpers  (Chairman  of 
the  Committee)  presiding. 

OPENING  STATEMENT  OF  DALE  BUMPERS,  A  U.S.  SENATOR  FROM 
THE  STATE  OF  ARKANSAS 

The  Chairman.  The  Committee  will  come  to  order.  We  have  con- 
vened this  morning  to  examine  the  implementation  of  the  Micro- 
loan  Demonstration  Program,  which  was  created  by  this  Commit- 
tee and  authorized  in  late  1991.  This  is  a  5-year  pilot  program  to 
test  the  idea  of  providing  Federal  direct  loans  to  non-profit  or  com- 
munity development  intermediaries  for  the  purpose  of  providing 
the  smallest  businesses  with  very  modest  loans  and  intensive  man- 
agement assistance.  I  might  say  not  just  businesses,  but  also  indi- 
viduals who  want  to  start  a  business. 

Microloans  are  generally  in  amounts  under  $10,000  but  they  can 
be  in  amounts  up  to  $25,000.  This  program  creates  jobs  through 
new  businesses  for  people  who  have  no  access  to  credit  through 
banks  or  traditional  lenders.  It  was  and  remains  my  goal  that  the 
Microloan  Program  become  a  very  useful  tool  in  every  state  for 
combating  poverty,  unemployment  and  under-employment  by  offer- 
ing people  a  chance  at  the  dream  of  successful  business  ownership. 

Initially,  35  programs  were  authorized  nationwide  with  funding 
of  $15  million  for  loans  and  $3  million  for  technical  assistance 
grants.  Due  to  the  success  and  popularity  of  this  program,  Congress 
was  able  to  increase  the  number  of  authorized  programs  to  110  and 
to  increase  the  program's  funding  twice  in  the  past  year  to  a  total 
of  $73  million  for  loans  and  $13  million  for  technical  assistance 
grants. 

The  Committee's  purpose  in  holding  this  hearing  is  to  examine 
the  implementation  of  the  program  and  identify  legislative  changes 
which  might  be  necessary  to  improve  its  design  or  operations. 

Representing  the  SBA  today  is  Mr.  Charles  Hertzberg,  assistant 
administrator  for  Financial  Assistance,  accompanied  by  John  Cox, 
director  of  SBA's  Office  of  Financing.  I  want  to  welcome  you  gen- 
tlemen and  commend  you  both  for  your  hard  work  in  initiating  the 
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first  35  programs  within  a  relatively  short  time,  and  for  your  ongo- 
ing efforts  to  make  the  expansion  of  the  program  a  smooth  one. 

I  also  welcome  this  morning  representatives  of  five  successful  mi- 
croloan  intermediaries;  one  each  from  my  home  State  of  Arkansas, 
Iowa,  Minnesota,  South  Dakota,  and  Wisconsin.  I  look  forward  to 
hearing  of  your  experience  with  the  program  as  well  as  any  recom- 
mendations you  have  for  its  improvement. 

In  addition,  several  written  statements  have  been  submitted  by 
representatives  of  other  successful  intermediaries  which  are  par- 
ticipating in  the  Microloan  Program.  These  statements  will  be  in- 
cluded in  the  hearing  record  as  will  the  full  statement  of  each  wit- 
ness, so  I  encourage  each  witness  to  summarize  his  or  her  full 
statement  to  allow  us  more  time  for  questions. 

In  the  future,  the  Committee  hopes  to  hold  a  hearing  which  will 
concentrate  on  small  business  borrowers  who  have  received  assist- 
ance through  the  Microloan  Program. 

Senator  Pressler? 

STATEMENT  OF  LARRY  PRESSLER,  A  U.S.  SENATOR  FROM  THE 
STATE  OF  SOUTH  DAKOTA 

Senator  Pressler.  Thank  you  very  much,  Mr.  Chairman,  for 
holding  this  hearing.  I  think  it  is  very  important.  Usually,  in  gov- 
ernment, we  think  of  the  macro  projects,  both  in  domestic  policy 
and  foreign  policy.  I  think  these  microloans  are  very  important. 

I  want  to  emphasize,  with  the  average  loan  size  of  $10,000,  this 
program  does  not  compete  with  banks,  but  it  is  very  important  to 
small  businessmen  and  women  who  need  to  expand  or  start  busi- 
nesses. This  fills  a  void  for  new  and  emerging  small  businesses  that 
cannot  get  financing  from  a  bank  or  a  personal  loan  from  a  friend 
or  relative. 

Mr.  Chairman,  most  entrepreneurs  do  not  need  a  great  deal  of 
money  to  start  a  new  business;  they  simply  need  access  to  scarce 
capital.  For  example,  it  may  take  only  $10,000  to  purchase  a  clean- 
ing service  franchise  or  $8,000  to  buy  a  vehicle  to  start  a  delivery 
or  taxi  service. 

It  also  is  important  to  point  out  that  this  program  is  not  another 
large,  costly  Federal  program  administered  from  Washington. 
Rather,  this  initiative  builds  on  successful  microloan  programs  de- 
signed specifically  for  the  communities  they  serve,  whether  those 
communities  are  in  South  Dakota,  Arkansas  or  Minnesota. 

I  am  pleased  to  extend  today  a  warm  welcome  to  Curt  Storly, 
who  is  joining  us  from  my  home  State  of  South  Dakota,  whom  we 
will  be  hearing  from  later.  Curt  is  the  Microloan's  project  manager 
at  the  Northeast  South  Dakota  Energy  Conservation  Corporation 
in  Sisseton,  SD.  They  are  South  Dakota's  only  participant  in  the 
Federal  Microloan  Program,  although  I  understand  several  other 
programs  could  be  eligible. 

We  will  be  saying  more  about  the  Northeast  South  Dakota 
Energy  Conservation  Corporation  later,  but,  as  of  today,  only  6 
months  into  its  first  year  of  its  program,  it  has  only  about  $4,000  of 
loan  money  left.  It  has,  as  I  understand,  loaned  out  about  $120,000. 
This  is  a  great  success  story.  It  also  presents  an  obvious  funding 
problem,  but  I  believe  that  problem  can  be  solved. 


Mr.  Chairman,  I  shall  place  the  rest  of  my  statement  in  the 
record.  As  I  understand  it,  the  SBA  has  loaned  intermediaries  in 
the  Microloan  Program  $15.5  million  out  of  roughly  $75  million 
available.  Thus,  there  appears  to  be  significant  additional  funding 
to  help  under-funded  programs.  There  also  may  be  intermediaries 
that  asked  for  more  than  they  could  loan  wisely.  I  would  like  to 
explore  ways  to  return  that  money  to  the  Microloan  Program  if  it 
is  not  spent. 

The  economic  assistance  loans  that  NESDECC  is  providing  in 
South  Dakota  are  creating  jobs  at  an  average  cost  of  $2,700  per  job. 
Compare  that  with  the  President's  proposed  economic  stimulus 
plan,  which  is  estimated  to  spend  $60,000  per  job,  and  it  becomes 
clear  how  much  more  efficiently  the  private  sector  can  create  jobs. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Senator  Pressler  follows:] 

Prepared  Statement  of  Senator  Pressler 

Mr.  Chairman,  thank  you.  I  am  pleased  to  be  here  today  with  you  considering  this 
very  important  program.  The  Small  Business  Administration's  Microloan  Program 
is  designed  to  help  people — often  women,  minorities  or  the  disadvantaged — by 
giving  them  the  means  to  help  themselves. 

This  innovative  program  was  conceived  to  spark  new  small  businesses,  create  new 
jobs,  and  in  some  cases,  turn  government  welfare  recipients  into  private  sector  en- 
trepreneurs. With  an  average  loan  size  of  $10,000,  this  program  does  not  compete 
with  banks.  Rather  it  fills  a  void  for  new  and  emerging  small  businesses  that  cannot 
get  financing  from  a  bank  or  a  personal  loan  from  a  friend  or  relative. 

Most  entrepreneurs  do  not  need  a  great  deal  of  money  to  start  a  new  business. 
They  simply  need  access  to  scarce  capital.  For  example,  it  may  take  only  $10,000  to 
purchase  a  cleaning  service  franchise,  or  $8,000  to  buy  a  vehicle  to  start  a  delivery 
or  taxi  service. 

It  also  is  important  to  point  out  that  this  program  is  not  another  large,  costly  fed- 
eral program  administered  from  Washington.  Rather,  this  initiative  builds  on  suc- 
cessful microloan  programs  designed  specifically  for  the  communities  they  serve — 
whether  those  communities  are  in  South  Dakota,  Arkansas  or  Minnesota. 

II  am  very  pleased  to  extend  today  a  warm  welcome  to  Curt  Storly  who  is  joining 
us  from  my  home  State  of  South  Dakota.  Curt  is  the  Microloan's  Project  manager  at 
the  Northeast  South  Dakota  energy  Conservation  Corporation  located  in  Sisseton. 
They  are  South  Dakota's  only  participant  in  the  federal  microloan  program;  al- 
though I  understand  several  other  programs  could  be  eligible. 

The  Northeast  South  Dakota  Energy  Conservation  Corporation  serves  22  counties 
in  northeastern  South  Dakota.  As  we  will  hear  when  we  get  to  this  witness,  NES- 
DECC has  assisted  in  creating  or  maintaining  over  727  area  jobs  since  its  inception 
in  1978.  It  received  $120,000  in  loan  money  from  SBA  last  fall.  As  of  today— only  6 
months  into  its  first  year  in  the  program— it  has  only  about  $4,000  left.  This  is  a 
great  success  story.  It  also  presents  an  obvious  funding  problem.  However,  I  believe 
it  is  a  problem  that  can  be  solved. 

While  I  plan  to  address  this  more  fully  with  representatives  from  the  SBA  later,  I 
would  like  to  work — hopefully  with  the  Chairman  and  other  Members  of  this  Com- 
mittee— to  see  that  successful  intermediaries  like  the  one  in  South  Dakota  that 
were  conservative  in  their  original  request  can  receive  additional  funding  as  quickly 
as  possible.  This  program  is  working  and  small  businesses  are  growing. 

As  I  understand  it,  the  SEA  has  loaned  intermediaries  in  the  Microloan  Program 
$15.5  million  out  of  roughly  $75  million  available.  Thus,  there  appears  to  be  signifi- 
cant additional  funding  to  help  underfunded  programs.  There  also  may  be  interme- 
diaries that  asked  for  more  than  they  can  loan  wisely.  I  would  like  to  explore  ways 
to  return  that  money  to  the  Microloan  Program  if  it  is  not  spent. 

I  know  Curt  will  be  talking  about  this  later,  but  I  also  would  like  to  point  out  the 
successful  work  NESDECC  has  done  to  create  partnerships  with  local  banks,  local 
community  groups  and  other  federal  programs.  I  commend  them  for  their  efforts. 
The  economic  assistance  loans  they  provide  are  creating  jobs  at  an  average  cost  of 
$2,700  per  job.  Compare  that  with  the  President's  proposed  economic  stimulus 
plan — which  is  estimated  to  spend  $60,000  per  job — and  it  becomes  clear  how  much 
more  efficiently  the  private  sector  can  create  jobs. 


Again,  Mr.  Chairman,  thank  you.  I  welcome  Curt  Storly  and  the  other  witnesses 
to  this  morning's  hearing,  and  look  forward  to  hearing  from  them. 

The  Chairman.  Thank  you,  Senator. 
Senator  Wellstone? 

STATEMENT  OF  PAUL  D.  WELLSTONE,  A  U.S.  SENATOR  FROM  THE 
STATE  OF  MINNESOTA 

Senator  Wellstone.  Thank  you,  Mr.  Chairman.  I  am  very 
pleased  to  have  the  opportunity  to  revisit  what  might  be  my  favor- 
ite small  business  program.  This  was  the  first  piece,  Mr.  Chairman, 
of  small  business  legislation  that  I  cosponsored  when  I  came  here 
to  the  Senate,  and  I  am  just  delighted  with  the  way  this  program 
has  been  going. 

I  would  like  to  welcome  all  of  you  here,  and  I  would  especially 
like  to  extend  a  welcome  to  Mr.  Cox,  and  thank  you  for  all  the  co- 
operation that  you  have  given  us  working  with  our  office.  We 
really  appreciate  it. 

Mr.  Chairman  and  other  Members  of  the  Committee,  I  am  really 
proud  of  the  role  that  Minnesota  has  had  in  designing  and  serving 
as  a  model  for  the  Microloan  Program  legislation,  and  I  am  ex- 
tremely pleased  that  Minnesota  organizations  have  done  so  well  in 
qualifying  as  intermediary  lenders  in  the  program  during  its  very 
short  period  of  operation.  One  of  four  Minnesota  groups  that  is  par- 
ticipating and  has  been  accepted  into  the  program  and  has  received 
loans  from  the  SBA  will  be  represented  at  this  hearing.  I  have 
looked  over  Mary  Mathews'  prepared  statement  and  I  extend  a 
warm  welcome  to  you,  Mary,  and  look  forward  to  what  you  are 
going  to  have  to  say. 

Mr.  Chairman,  my  fondness — and  I  am  going  to  try  to  keep  all  of 
this  within  5  minutes  or  less — for  this  Microloan  Program  is  based 
upon  personal  experience.  Last  July,  I  visited  with  a  number  of 
businesses  that  this  program  is  designed  to  serve  and  I  was  so  im- 
pressed. I  am  talking  about  some  businesses  in  Minneapolis  and  St. 
Paul  owned  by  women,  members  of  a  minority  population  or  a  low- 
income  people.  Sometimes,  really,  the, owners  fit  into  more  than 
one  category. 

At  every  single  one  of  these  businesses,  it  was  the  most  inspiring 
story.  I  met  people  who  had  been  at  the  economic  margins  of  our 
society,  some  of  them  welfare  mothers.  And  what  has  happened 
through  this  program  is,  they  have  been  put  in  a  position  of  having 
more  control  over  their  own  destiny,  being  able  to  contribute  to 
their  own  community,  and  I  think  that  is  what  this  program  is  all 
about.  And  that  is  what  makes  this  idea,  so  far,  a  very  stirring  suc- 
cess. Each  of  the  companies  had  benefited  from  very  small  loans 
and  from  technical  assistance  that  had  been  provided  by  organiza- 
tions which  are  now  intermediaries  in  this  Federal  program. 

The  Federal  program  was  not  quite  off  the  ground  at  the  time, 
but  since  then,  one  organization  I  visited,  Women  Venture  of  St. 
Paul,  has  begun  making  loans  under  the  Microloan  Program.  A 
second  Minnesota  organization,  the  Minneapolis  Consortium  of 
Non-Profit  Developers,  just  sent  a  representative  to  Washington,  I 
think,  last  week  for  their  first  training  session  on  becoming  an  in- 
termediary. 


I  want  to  also  take  note,  Mr.  Chairman,  of  the  fact  that  the  Mi- 
croloan  Program — and  I  cannot  say  this  strongly  enough — will  not 
only  serve  urban  areas.  As  Ms.  Mathews  will  tell  us,  microlending 
can  play  an  important,  critically  important  I  would  argue,  role  in 
rural  and  small  town  development  as  well.  Her  organization,  the 
Northeast  Entrepreneur  Fund,  will  be  joined  in  the  coming  months 
by  the  Northwest  Minnesota  Initiative  Fund,  another  organization 
which  received  its  first  microloan  training  last  week.  And  I  look 
forward,  Mr.  Chairman,  to  the  time  when  we  will  also  have  an  in- 
termediary in  southern  Minnesota,  which  really  means  that  our 
State  will  be  extremely  well  represented. 

Maybe  it  is  too  early  to  call  the  Microloan  Program  a  success. 
The  first  intermediary  organizations  have  been  lending  for  barely  6 
months.  But  I  just  want  to  tell  you  that  the  demand  for  the  micro- 
loans,  at  least  in  the  State  of  Minnesota,  has  been  overwhelming.  I 
would  agree  with  Senator  Pressler  and  Senator  Bumpers  in  what 
they  have  had  to  say.  And  I  am  confident  that  we  are  going  to  nur- 
ture this  program  along. 

I  appreciate  your  leadership,  Mr.  Chairman,  in  helping  to  obtain 
the  funding.  I  do  not  think  we  will  move  too  fast,  but  we  are  going 
to  nurture  the  program  along,  and  we  are  going  to  have,  I  think, 
some  important  success  along  the  way. 

I  am  extremely  pleased  to  be  here  today  and  to  hear  from  the 
witnesses.  I  think  it  is  one  of  the  best  small  business  programs  that 
we  have  got.  Its  potential  is  enormous.  It  is  breathtaking  and  it  is 
inspiring. 

[The  prepared  statement  of  Senator  Wellstone  follows:] 

Prepared  Statement  of  Senator  Wellstone 

Mr.  Chairman,  I  am  very  pleased  to  have  this  opportunity  to  revisit  what  may  be 
my  favorite  Federal  small  business  program.  The  Microloan  Program  was  the  first 
piece  of  small  business  legislation  I  cosponsored  here  in  the  Senate,  and  it  was  the 
first  new  program  to  become  law  during  my  term. 

I  welcome  acting  administrator  Dayton  Watkins.  And  I  also  greet  Mr.  Cox,  who  I 
know  has  been  very  cooperative  in  working  with  my  office,  as  well  as  with  Minneso- 
tans  as  they  have  become  involved  in  this  program.  Thank  you  for  your  work. 

I  am  proud  of  the  role  that  Minnesotans  played  in  helping  to  design  and  serving 
as  a  model  for  the  Microloan  Program  legislation.  And  I  am  extremely  pleased  that 
Minnesota  organizations  have  done  so  well  in  qualifying  as  intermediary  lenders  in 
the  program  during  its  very  short  period  of  operation.  One  of  the  four  Minnesota 
groups  who  have  been  accepted  into  the  program,  and  who  have  received  loans  and 
grants  from  SBA,  will  be  represented  at  this  hearing.  I  have  looked  over  Mary 
Mathews's  prepared  statement,  and  I  look  forward  eagerly  to  hearing  her  testimony 
here  this  morning. 

My  fondness  for  the  Microloan  Program  derives  primarily  from  direct  experience. 
I  have  gone  out  in  Minnesota  and  seen  for  myself  the  results  of  the  kind  of  micro- 
lending  programs  that  this  new  program  encourages.  Last  July,  I  visited  a  number 
of  very  small  enterprises  in  St.  Paul  and  Minneapolis.  Each  of  them  was  owned  by  a 
woman,  by  a  member  of  a  minority  population,  or  by  a  low-income  person.  In  sever- 
al cases,  the  owners  belonged  to  more  than  one  of  those  categories. 

At  nearly  every  business,  the  owner  or  owners,  all  very  remarkable  people,  told  a 
quite  inspiring  story  of  the  work  and  ingenuity  that  had  brought  them  from  a  posi- 
tion on  the  margins  of  society,  often  on  public  assistance,  to  a  position  where  they 
now  were  not  only  controlling  their  own  destiny  and  supporting  themselves  and 
their  families,  but  also  were  contributing  directly  and  positively  to  their  communi- 
ties. That  is  what  this  program  is  all  about. 

Each  of  the  companies  had  benefited  from  very  small  loans  and  from  technical 
assistance  that  had  been  provided  by  organizations  which  are  now  intermediaries  in 
this  Federal  program.  The  program  was  not  quite  off  the  ground  at  that  time,  but 
since  then  one  of  the  two  organizations  I  visited,  Women  Venture  of  St.  Paul,  has 


begun  making  loans  under  the  Microloan  Program,  while  the  second  organization, 
the  Minneapolis  Consortium  of  Non-Profit  Developers,  just  sent  a  representative  to 
Washington  last  week  for  their  first  training  session  as  a  new  intermediary  lending 
organization  in  the  program. 

I  want  to  note  that  the  Microloan  Program  will  not  only  serve  urban  areas.  As 
Ms.  Mathews  will  tell  us,  microlending  can  play  an  important  part  in  development 
in  rural  and  small-town  settings,  as  well.  Her  organization,  the  Northeast  Entrepre- 
neur Fund,  will  be  joined  in  the  coming  months  by  the  Northwest  Minnesota  Initia- 
tive Fund,  another  organization  which  received  its  first  Microloan  Program  training 
last  week,  so  that  all  of  Minnesota  save  for  the  Southern  part  will  be  served  by  Mi- 
croloan intermediaries.  I  anticipate  the  day,  perhaps  by  sometime  next  year,  when 
all  of  my  State  is  served  by  this  program. 

It  may  be  too  early  to  call  the  Microloan  Program  a  success.  The  first  interme- 
diary organizations  have  been  lending  for  barely  6  months.  But  I  can  tell  you  that 
the  demand  for  microloans,  at  least  in  my  State,  has  been  nearly  overwhelming. 
Our  intermediaries  are  being  flooded  with  loan  applications.  Based  on  the  past 
records  of  these  intermediaries,  I  am  confident  that  these  applications  are  already 
being  converted  to  loans  and  to  viable  businesses.  I  am  sure  that  this  demonstration 
program  will  soon  be  demonstrating  its  value. 

I  thank  the  Chairman  for  his  leadership  on  this  program.  I  am  very  pleased  we 
have  been  able  to  increase  its  funding  during  its  early  stages  and  to  name  addition- 
al intermediaries  late  last  year.  I  expect  that  this  will  be  a  federal  program  that  we 
can  nourish  through  stages  of  growth  as  it  proves  the  extent  of  its  economic  and 
social  contribution. 

The  Chairman.  Thank  you,  Senator  Wellstone. 

Senator  Bennett? 

Senator  Bennett.  Thank  you,  Mr.  Chairman.  I  am  here  to  learn 
this  morning,  so  I  have  no  opening  statement. 

The  Chairman.  The  Lord  is  going  to  be  gentle  with  you. 

[Laughter.] 

The  Chairman.  Senator  Coverdell? 

Senator  Coverdell.  I  am  going  to  be  blessed  by  the  Lord  as  well. 

Senator  Wellstone.  Mr.  Chairman,  what  happens  to  me? 

[Laughter.] 

Senator  Bennett.  If  you  want  a  theological  discussion,  we  will  be 
glad  to  engage  in  that. 

The  Chairman.  May  your  tribe  increase,  and  I  hope  it  becomes 
contagious.  I  have  neglected  to  welcome  my  own  district  director 
from  Arkansas,  Joe  Foglia.  Joe,  we  are  honored  to  have  you  here. 

Let  me  just  add  one  additional  little  addendum.  Of  course,  many 
people  here  have  heard  me  tell  the  story  about  the  origin  of  the 
Microloan  Program.  It  was  because  I  happened  to  hear  a  descrip- 
tion of  the  Good  Faith  Fund  in  Pine  Bluff  and  it  peaked  my  curiosi- 
ty, and  that  is  the  way  we  got  this  thing  started. 

But  then  last  year,  when  I  ran  for  re-election,  I  had  one  30- 
second  spot  in  which  I  was  telling  everybody  how  wonderful  I  was. 
And  among  the  wonderful  things  I  did,  of  course,  was  the  Micro- 
loan  Program.  And  my  staff  in  Little  Rock  almost  resigned  en 
masse  because  our  phones  just  lit  up.  Everybody  wanted  a  micro- 
loan.  Where  do  you  apply,  and  so  on.  And  I  was  sort  of  sorry  I  put 
that  in  my  30-second  spot.  Anyway,  welcome,  gentlemen. 

I  am  sorry.  Senator  Wofford?  Do  you  want  to  follow  the  lead? 

STATEMENT  OF  HARRIS  WOFFORD,  A  U.S.  SENATOR  FROM  THE 
STATE  OF  PENNSYLVANIA 

Senator  Wofford.  Mr.  Chairman,  thank  you.  It  is  a  breathtaking 
program  but  my  breath  is  not  totally  taken  away  by  Senator  Well- 
stone. Let  me  just  make  a  few  points  in  saluting  the  program  and 


your  support  for  a  locally-controlled  and  operated  programs  such  as 
these.  It  is  vital. 

I  am  concerned  that  even  though  adequately  financed  and  ex- 
pertly run  local  programs  are  putting  us  on  the  right  track,  that 
there  may  be  obstacles  in  other  laws  and  programs  that  we  need  to 
clear  out  of  the  way  in  order  to  get  the  full  benefit  of  these  pro- 
grams. Particularly,  I  am  concerned  that  existing  laws  relating  to 
unemployment  compensation  and  our  welfare  system  are  prevent- 
ing some  people  from  taking  full  advantage  of  these  programs. 

I  want  to  submit  for  the  record  a  letter  from  the  director,  Mary 
Dupont,  of  the  Women's  Enterprise  Resource  Center  in  Philadel- 
phia. That  is  an  excellent  micro-enterprise  program.  She  conveys 
the  experience,  for  example,  of  a  constituent  of  mine  who  worked 
25  years  in  a  specialized  medical  lab.  When  she  was  laid  off  she 
decided  to  start  a  business  selling  art-printed  T-  and  sweat-shirts. 
She  developed  a  plan;  she  decided  she  wanted  to  make  the  shirts, 
was  ready  to  get  the  machine,  she  was  ready  to  go  as  a  street 
vendor,  and  she  then  discovered  she  would  lose  her  unemployment 
extended  benefits.  And  this  was  a  major  discouragement  that 
blocked  her  from  going  ahead  with  that  program. 

There  are  a  number  of  other  examples  in  this  letter  of  how  both 
the  unemployment  compensation  and  welfare  laws  are  discourag- 
ing full  utilization  of  this  program.  And  I  have  introduced  legisla- 
tion to  allow  States  to  pay  benefits  to  those  who  are  seeking  to 
start  their  own  business,  and  I  hope  we  can  work  together  to 
reform  the  welfare  system  to  diminish  the  obstacles  to  self-employ- 
ment and  to  the  full  use  of  a  really  great  program  such  as  this. 
Thank  you. 

[The  letter  from  Mary  Dupont  referred  to  follows:] 


d> 


Women's  Enterprise  Resource  Center 

WERC  a  urujei.1  of  Uic  Women's  Association  for  Women  3  Alternatives 

1930Cheslnul  Street.  Suite  1507  •  rr.IUdelur.la.  PA  19103  •  (2  13(564-5500 


Senator   Harris   Wofford 

Washington,  D.C 

Fax:  ^CJ,  -  2^~;.i  -  V.  ... 

Dear  Senator  Wofford, 


February   21,   1993 


l  am  writing  to  you  as  the  director  of  career  and  business  services  at 
the  Women's  Association  for  Women's  Alternatives  (W.A.W.A.)  in  Wawa  PA. 
As  such  I  administer  the  Women's  Enterprise  Resource  Center  (WERC),  a 
project   of   W.A.W.A.,    which    is   a   micro-enterprise    program   for   low-income 
men  and  women  in  the  Philadelphia  area. 

We    run    two   training    programs    in    self-employment    for    individuals    who 
are   interested   in   starting   or  expanding  their   businesses.      The  daytime 
program  is  an  intensive   12-week  program,   meeting   13.5  hours  per  week. 
The  evening  program  is  a  6  week  program,  meeting  for  6  hours  per  week. 
During   the   training   participatns   produce   a   professional    business    plan.      In 
addition,   they   receive   ongoing   individual   business   assistance,   a   match 
with  a  business  mentor,  and  access  to  credit  through  our  loan  guarantee 
program,  which  is  largely  supported  by  the   PA  Dept  of  Commerce,  with 
$100,000.     We   have  a  working   relationship  with   six  banks   in   Philadelphia, 
to   obtain   credit  for  our  clients   which   we   guarantee   at   30%. 

We   are  a  non-profit  organization   supported  with   a   range  of  public  and 
private  resources.     One  of  the  grants  which  we  have  received  for  the  past 
two  years  is  Title  III  JTPA  funding  through  the_PA  Dept.  of  Labor  for 
training   of  dislocated  workers.      In   this   letter,   I   would   like  to   make   you 
aware  of  the  policy  issues  that  we  have  faced  through  our  work  with  the 
unemployed   dislocated  workers. 
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First  of  all,   I  would  like  to  say  that  we  have  enjoyed  working  with  the 
dislocated   workers   for   several   reasons       They   are   extremely   motivated   to 
succeed  and  as  such  they  follow  through  with  all  of  the  thousands  of 
details  necessary  to  imitate  a  business  venture.     They  are  also  used  to 
hard  work,  and  don't  seem  to  mind  the  demands  of  time,  energy,  and 
resources  required  for  self-employment.      Finally,  they  come  to   us  with 
years  of  experience  and  excellent  skills  which  can   easily  be  transferred  to 
business.     Some  examples  of  this  are: 

A  laid  off  photocopier   repairman   started    his  own   copier   repair 
service  for  small  businesses.     He  had  an  excellent  reputation  among 
former  clients  and  knew  his  industry  well  enough  to  be  able  to  meet  all  of 
the  needs  of  his  clients  by  offering  supplies  and  used  copiers  as  well  as 
repair  service  for  existing   models.     He  was  also  willing   to  work   nights  as 
a  bus  driver  for  the   local   transportation   system  to   suppliment  his 
financial  needs  during  the  start  up  phase  of  his  business 

A  laid-off   home   health  care  administrator  started   her  own    home 
health  care  agency  with  two  other  laid-off  secretaries.     They  decided  to 
make  it  an  employee  owned  and  operated  business  to  give  their  employees 
an  opportunity  to  have  a  say  in  the  business  and  to  feel  a  sense  of 
ownership  and  pride  in  their  work.     They  believed  that  this  was  necessary 
to  change  the  image  of  the  home  companion  industry. 

A  dislocated   office   administrator   started    her   own    video   club   for 
children.     She  conducted  rigorous  research  to  find  the  right  location 
within   range  of  a  ready  and  willing  customer  base,   and   has  turned   the 
business   into   an   activity  center  for   neighborhood   children   offering    story 
hours,   birthday  parties,  educational   movies  for  day  care  and   nursery 
schools,     In  addition  to  the  rental  of  a  wide  variety  of  educational 
childrens    films. 

A  dislocated  career  counsellor/  social  worker  started  a  resume   and 
job  counselling  service      Her  numerous  contacts  and  strong  track  record 
for  job  placement  geve  her  business  a  jump  start  as  she  started  working 
with   clients   before   the   self-employment  training   was   completed.      She 
completed  the  program  and  now  has  a  steady  stream  of  customers  who 
come   by    referral   from   others   who   are   thrilled   with    her   professionalism, 
insight,    contacts,    and    sensitivity. 
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The  list  goes  on  and  on  for  us.     These  clients  have  what  it  takes  to  go 
into  business  and  be  successful.     However,   in  spite  of  personal  resources 
and  ability,   statistics  show  that  It  takes  at  least  3  to  5  years  to  be   in   the 
black  and  to  be  "successful"  in  business.     Even  the  Internal  Revenue 
Service   allows  for  major  losses  during  the  precarious  time   period  of 
busienss  start  up.     The  Small   Business  Administration  also  states  in  all  of 
it's   literature  that  3   years   is  the   minimum   required  to  test  the   strength 
and  sustainability  of  a  new  business. 

In  fact,  everyone  knows  that  one  does  not  go  into  business  one  day  and 
draw  a  $500.00  check  at  the  end  of  the  first  week.     It  takes  time  to 
cultivate  the  market,  to   build  a  customer  base,  to   learn  business 
management  techniques,  and  to  accumulate  the  sales.     With  the  right 
ingredients,    In   the   right   marketplace,    in   the   American   tradition,   business 
Start  up  should  lead  to  a  viable  income.     However,  there  is  no  guarantee 
that  all  of  those  elements  are  "right"  at  the  outset  which   is  why   so   many 
small  businesses  fail.      Nonetheless,   the  dislocated  workers  who  have 
participated  in  the  training  and  financial   servcies  provided   by  WERC,  seem 
to  have  as  good  a  chance  as  any  to  become  self-sufficient  through  their 
business   ventures. 

However,  the  problem  we  have  faced  with  this  population  is  a  severe 
one.     I  hope  that  you  are  in  the  position  to  help  the  dislocated  workers  of 
America  to  solve  this.     The  issue  is  that  once  an  unemployed  person 
legally   goes   into   business   which    includes,   fictious   name   registration, 
business   licenses,    Incorporation,  tax   ID   number,   filing  with  the  Job  Center 
for  Workman's  Comp,  etc,  he/she  is  considered  to  be  employed  and 
therefore  no  longer  qualifies  for  unemployment  benefits      This  is  a  serious 
problem  because  as  I  have  stated  above,  going  into  business,  getting  a  tax 
ID  number  etc.,  does  not  represent  the  indivdual's  level  of  income  from  the 
business  but  rather  the   individual's  positioning  to  do  business. 

There  is  a  big  difference  here.  Once  positioned  to  do  business,  it  takes 
time  to  build  the  sales,  the  reputation,  the  expertise- to  operate,  and  most 
Important  the  cash  flow  of  a  profitable  business.  It  takes  many  tries,  and 
many  rejections.  It  also  takes  a  lot  of  money  to  pay  for  the  cost  of  being 
In  business.  The  income  earned  on  sales  is  not  money  which  goes  into  a 
personal  bank  account  making  a  new  business  owner  a  rich  man  or  woman. 
That  money  must  first  pay  the  rent  of  the  business  location,  the  heat,  the 
electricity,   the   supplies,   the  equipment,   the   postage,   the  advertising,   the 
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phone  bill,  the  loan,  the  labor,  the  taxes,  and  then  after  all  expenses, 
hopefully  there  is  something  left  over  to  pay  the  owner. 

Of  course,  it  makes  more  sense  when  building  and  growing  a  business 
to  take  all   resources  and   reinvest  them  into  the  business  to  ameliorate 
the  product  line,  enhance  the  marketing  efforts,  and   increase  the  human 
resources  needed  to  make  it  happen  and  make  more  of  it  happen  and  make 
it  grow  from  micro  to  small.     A  one  man  or  one  woman  show  financed 
under  $10,000.00   Is  a  micro-enterprise.     We  are  talking  about  dislocated 
workers    starting    micro-enterprises. 

Here  is  what  typically  happens  to  our  dislocated  workers  who  are 
struggling  to  make  a  place  for  themselves  in  this  economy.     First,  they 
attend  our  training  class,  which  they  are  allowed  to   participate  in   by  the 
Unemployment  Office   since  we  are  an   official   Dislocated   Worker  Training 
Program.     When  they  complete  the  training,  they  apply  for  their  licenses 
and  their  tax  ID  number  so  that  they  can  open  a  bank  account.    When  they 
go  back  to  the  unemployment  office,  they  are  questioned  about  their  "job 
search."     If  they  say  that  they  have  started  a  small  business,  their 
benefits  are  cut  off  because  now  they  are  "working."       The  fact  that  there 
is  no  income  from  the  business  is  not  considered.     The  fact  that  it  takes 
time  to  cultivate  the  business  to  profitability  is  not  considered.     The  fact 
that  this   is  a  viable  job  alternative  which  eventually  could      provide  a  job 
not  only  for  the  individual,  but  to  others  as  well  is  not  considered      The 
fact  that  the  other  governmental  agencies  who  have  the  most  knowledge 
of  businesses  and  their  Income  abilities,  ie.  the  IRS  and  the  SBA,  give 
three  to  five  years  to  allow  for  start  up  is  not  considered. 

In    light  of  this   situation,   what  are   the  choices   for  the  dislocated 
workers?    Get  a  job,  any  job  you  can  get!    If  you  want  to  include  business 
start-up  as  a  choice,   then   it  is  only  a  choice  for  the  independently  wealthy 
or  for  those  who  have  a  major  secondary  source  of  income.     Otherwise 
these   are  the   realities: 

start  a  business  but  do  it  under  the  table  -  don't  be  legal  -  don't 
declare  it  -  don't  pay  taxes  -  don't  register  -  stay  informal  -  keep  your 
unemployment  benefits  which  is  probably  your  only  source  of  income 

start  a   business   -  get  legal   but  tell  the   unemployment  office  that 
it  is  only  a  sideline  and  that  you  are  ready  and  able  to  accept  employment 
at  any  time  -  continue  the  job  search  but  look  for  jobs  which  you  know  you 
will  never  get  -  keep  up  the  front  -  keep  up  your  benefits 
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•        Start  a  business  -  get  legal  -  give  up  your  only   source  of  income 
and  pray  that  that  business  works  and   fasti 

continue  the  job  search  -  don't  be  deceptive  -  keep  your  benefits  - 
give  up  your  dream  to  start  a  business 

Here  are  some  examples  of  these  situations  which  our  clients  have 
experienced: 

Beacuse  her  business  required  the  employment  of  others  to  provide 
home  companion  services,   P  had  to  register  with  the  Job  Service  for 
Workman's  Comp  for  her  employees.     As  the  vice-president  of  her  Home 
Support  Service  corporation,  she  was  forced  to  give  up  her  unemployment 
benefits  when  She  admitted  to  the  unemployment  worker  that  she  had  a 
business.     It  did  not  matter  that  she  is  not  taking  an  income  from  the 
business,  but  rather  using  all  of  the  income  to  pay  the  labor  and  the  bills. 
She  is  now  living  off  of  her  husband's  unemployment  benefits  and  braces 
herself  for  every  turn  in  the  bend  as  the  financial  officer  of  her  business. 

L  had  worked  25  years  in  a  specialized  medical  lab.     When  she  was 
laid  off  She  decided  to  start  a  business  selling  art  printed  tee  and   sweat 
shirts.     She  developed  a  business  plan  and  decided  that  she  wanted  to  make 
the  shirts  using  a  machine  to  apply  the  images  to  the  clothing,  and  vend 
them  as  a  street  vendor  in  Philadelphia  to  take  advantage  of  the  many 
street  festivals  and  outdoor  events  in  the  city.     The  risk  of  losing   her 
extended  benefits,  discouraged  her  from  going  ahead  with  a  loan  she 
needed  for  the  equipment  and  as  a  result  she  ended  up  on  welfare  which 
was  less   risky  than   losing   her  source  of  income  to  start  her  business. 

J.   was   laid  Off  from   a  social   service  agency  whose  funding  was  cut 
for  the  project  on  which  she  worked.     She  decided  to  go  into  the  gift 
basket  business  full  time  as  an  extension  of  a  hobby  which  she  had  done 
successfully  for  years.      She  eventually   expanded   her  product  line  to 
include  Afro-centric  gift  items  but  her  business   has   never  been   able  to 
grow  to  capacity  due  to   her  inability  to  become  legal  and  thrust  herself 
into  the  open  market  place.     She  has  been  forced  to  keep  the  business 
underground,  and  conceal  her  efforts  so  thaf  she  could  continue  to  "be 
elegible  and  able  to  accept  a  job"  and  collect  her  unemployment  benefits 
which  kept  on  going  due  to  the  extentions  offered  by  the  Bush 
administration 
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The  laws  and  policies  which  govern  self-employment  as  an  option  to 
unemployment  were  written   in  another  time,   another  economy.      It  is  time 
to  change  them  so  that  self-employment  can  be  recognized  and  supported 
as  a  viable  option  to  unemployment.     In  fact,  we  have  seen  that  it  can  be  a 
real  opportunity  for  some  dislocated  workers  but  in  order  to  make  it  a 
Choice  available  to  everyone,  the  laws  governing   unemployement  benefits 
must  change  to  meet  the  needs  of  our  times.     In  Massachusetts  and 
Washington,    two   demonstration    projects   were    launched   with    dislocated 
workers  through  the  Job  Service.       By  giving  unemployment  benefits  to 
dislocated  workers  In  a  lump  sum  at  the  beginning  of  the  unemployment 
period,   hundreds  of  dislocated  workers  in  Washington  were  able  to   invest 
these  resources  in  profit  making  business  ventures. 

This  project  has  demonstrated  success.     Now  it  is  time  to  give  the 
dislocated  workers  in  the  rest  of  the  country  a  chance  to  live  out  their 
dreams  and  put  themselves  to  work  doing  what  they  do  best.  You  can  do 
this  by  changing  these  antiquated  policies  and  laws  which  make  the 
American  dream  a  mere  fantasy  for  the  unemployed. 

Thank  you  for  your  time,  your  interest,  and  your  help.     I  am  available 
and  would  be  willing  to  bring  some  of  our  clients  to  Washington  to  meet 
with   you   and   to  testify   regarding  their  experiences   as  dislocated  workers 
attempting     self-employment. 

Best  regards, 


Ham 
0 

Mary  Dupont 

Director,  Career  &   Business 

Services 
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The  Chairman.  Thank  you  very  much  for  that  fine  statement, 
Senator  Wofford. 

Mr.  Hertzberg,  please  proceed. 

STATEMENT  OF  CHARLES  HERTZBERG,  ASSISTANT  ADMINISTRA- 
TOR FOR  FINANCIAL  ASSISTANCE,  SMALL  BUSINESS  ADMINIS- 
TRATION, ACCOMPANIED  BY  JOHN  COX,  DIRECTOR,  OFFICE  OF 
FINANCING,  SMALL  BUSINESS  ADMINISTRATION,  AND  JOSEPH 
FOGLIA,  DISTRICT  DIRECTOR,  LITTLE  ROCK,  AR,  SMALL  BUSI- 
NESS ADMINISTRATION 

Mr.  Hertzberg.  Mr.  Chairman,  Members  of  the  Committee,  our 
acting  administrator,  Mr.  Dayton  Watkins,  has  requested  that  I 
represent  the  agency  before  you  today  in  the  absence  of  a  perma- 
nent SBA  administrator.  We  appreciate  the  opportunity  to  talk 
about  the  Small  Business  Administration's  Microloan  Program.  As 
you  have  noted,  Mr.  John  Cox,  SBA's  drector,  Office  of  Financing, 
and  Joe  Foglia,  our  Little  Rock,  AR,  district  director,  join  me  today 
and  will  be  available  to  answer  any  questions  that  you  may  have. 

The  Microloan  Program  is  unique  among  our  financing  initia- 
tives. We  are  making  long-term  direct  loans  to  non-profit  entities, 
specifically  for  relending  to  small  business.  The  program  can  be  a 
gateway  to  the  benefits  of  capital,  helping  people  to  help  them- 
selves and  fostering  the  responsibility  and  self-esteem  that  spring 
from  individual  decisionmaking,  hard  work,  persistence  and  self-re- 
liance. Microloans  are  designed  to  offer  entrepreneurs  the  opportu- 
nity to  enhance  their  lives  by  their  own  efforts,  bringing  the  dream 
of  business  ownership  to  thousands  of  citizens  who  previously  could 
not  obtain  the  financing  and  the  technical  support  needed  to  be 
successful. 

This  is  a  responsible,  sound  and  logical  approach  to  encouraging 
the  most  basic  kind  of  economic  and  financial  activity.  Based  on 
SBA's  analysis  of  this  type  of  lending,  many  microloans  will  be 
made  to  individuals  currently  on  some  kind  of  public  assistance. 
Such  borrowers  do  not  generally  meet  the  credit  standards  of  tradi- 
tional lenders.  They  have  few  if  any  funds  to  contribute  to  their 
enterprise,  and  most  of  them  are  not.  looking  to  become  the  next 
Apple  Computer.  Instead,  they  are  seeking  a  way  of  supporting 
themselves  and  meeting  the  basic  financial  needs  of  their  families. 

The  Microloan  Program  will  help  provide  these  individuals  with 
access  to  the  financial  tools  they  need  to  make  the  most  of  their 
marketable  creativity  and  skills.  By  encouraging  their  entrepre- 
neurial instinct,  this  initiative  can  help  change  an  economically  de- 
pendent person  into  a  productive  and  financially  self-reliant  citi- 
zen. 

We  have  looked  to  our  intermediary  lenders  for  guidance  on  the 
design  and  implementation  of  the  program,  and  their  work  with 
the  local  communities  is  what  will  guarantee  the  program's  suc- 
cess. I  am  pleased  to  see  that  you  have  several  of  these  lenders 
here  to  testify,  and  I  look  forward  to  their  presentations. 

As  you  are  aware,  this  program  started  with  a  small  venture  in 
which  the  SBA  was  allowed  to  select  up  to  35  intermediaries.  Ap- 
proximately $15  million  was  appropriated  for  loans  and  another  $3 
million  for  grants.  As  mandated  by  the  legislation,  the  agency  de- 
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signed  the  program  and  issued  regulations  within  90  days  of  its 
passage.  These  were  published  January  31,  1992.  Fifteen  days  after 
the  interim  final  regulations  were  published,  we  distributed  our 
first  request  for  proposals.  This  generated  more  than  100  applica- 
tions from  the  private,  non-profit  sector,  many  from  organizations 
with  great  experience  in  microlending. 

Soon  after  initial  funding,  and  with  your  support,  Mr.  Chairman 
and  that  of  the  Members  of  this  Committee,  the  Microloan  Pro- 
gram authorization  was  increased  to  $58  million  and  our  technical 
and  management  assistance  grants  to  $7  million.  This  raised  the 
ceiling  on  the  total  number  of  intermediaries  to  110.  We  immedi- 
ately approved  another  10  intermediaries,  bringing  the  total 
number  to  45. 

Although  our  program  is  relatively  new,  it  was  inspired  by  simi- 
lar highly-successful  initiatives  sponsored  by  non-profit  groups. 
These  efforts  created  many  new  businesses  and  launched  countless 
entrepreneurs  on  their  way  to  success. 

For  example,  Leslie  Johnson  of  St.  Paul,  MN,  began  her  flower 
business  in  1985  with  a  $500  microloan  from  the  local  Women's 
Economic  Development  Corporation.  She  bought  roses  and  sold 
them  on  Valentine's  Day  that  year  making  $2,500  on  the  venture. 
Leslie  paid  back  the  original  loan  and  soon  was  building  on  her 
earnings  to  finance  a  full-fledged  business.  Today,  that  business, 
the  Flower  Hut,  has  three  locations  and  grosses  $750,000  annually. 

We  look  forward  to  bringing  many  of  our  own  success  stories  to 
you  in  the  near  future  because  we  are  reaching  out  to  more  and 
more  people  every  day.  Kenneth  Massingill,  owner  and  operator  of 
Kenny's  Chocolate  Drink,  of  Corbin,  KY,  received  a  microloan  of 
just  under  $25,000  last  year  to  expand  his  snack  food  business.  And 
Jacqueline  Love,  a  single  mother  of  six  in  Eudora,  AR,  was  recent- 
ly approved  for  a  $475  loan  for  hair  care  equipment  for  her  home- 
based  beauty  salon.  With  this  equipment,  she  hopes  to  earn  her 
way  off  public  assistance  by  the  end  of  next  year. 

In  the  1993  budget,  the  Microloan  Program  level  was  raised  to 
$75  million  in  loans  and  $13  million  in  grants,  and  last  week  the 
filing  deadline  closed  for  our  most  recent  request  for  proposals.  We 
received  approximately  120  applications  for  the  65  remaining  inter- 
mediary lender  slots.  SBA  staff  has  begun  the  evaluation  of  these 
applications  and  we  expect  announcement  of  the  additional  inter- 
mediaries within  90  days. 

Since  the  program  was  started,  our  lenders  have  made  more 
than  150  loans  for  approximately  $1.5  million,  and  they  are  just 
getting  started.  As  they  begin  to  market  the  program  more  thor- 
oughly and  become  more  established,  we  expect  a  dramatic  in- 
crease in  microloans  to  small  business. 

In  short,  Mr.  Chairman,  I  believe  we  have  a  program  that  is 
strongly  supported  by  both  the  administration  and  the  Congress, 
and  is  well  received  by  the  public.  Although  this  initiative  is  still 
in  its  early  stages,  we  see  great  promise  in  its  ability  to  help  Amer- 
ican entrepreneurs.  Based  on  the  popularity  of  similar  programs  in 
many  parts  of  the  country,  and  counting  on  the  dedication  of  SBA 
staff  and  the  reliability  of  our  intermediaries  nationwide,  we  be- 
lieve that  this  effort  will  be  enormously  successful. 
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I  know,  Mr.  Chairman,  that  you  have  championed  the  concept  of 
a  microloan  program  from  the  beginning  and  that  we  would  not  be 
where  we  are  today  without  your  interest  and  support.  We  know 
that  there  are  more  success  stories  like  Leslie  Johnson's,  more 
people  whose  ideas  and  talents  just  need  a  jump  start  to  get  going. 
I  am  pleased  that  we  can  offer  this  opportunity  to  smaller  compa- 
nies. We  are  solidifying  the  foundation  of  our  economic  system, 
which  I  think  you  will  agree  is  a  very  worthwhile  effort. 

Mr.  Chairman,  I  thank  you  for  your  time.  We  look  forward  to 
continuing  to  work  with  you  and  your  Committee  to  make  the  Mi- 
croloan Program  a  success. 

That  concludes  my  statement. 

[The  prepared  statement  of  Mr.  Hertzberg  follows:] 

Prepared  Statement  of  Charles  Hertzberg 

Good  morning,  Mr.  Chairman  and  Members  of  the  Committee.  Thank  you  for  this 
opportunity  to  talk  about  the  Small  Business  Administration's  Microloan  program. 
John  Cox,  director  of  SBA's  Office  of  Finance,  joins  me  today  and  will  be  available 
to  answer  any  questions  you  might  have  on  the  design  and  implementation  of  the 
program.  But  first,  I  would  like  to  present  a  brief  overview. 

The  Microloan  Program  is  unique  among  our  financing  initiatives.  We  are 
making  long-term  direct  loans  to  non-profit  entities  specifically  for  relending  to 
small  business.  This  program  can  be  a  gateway  to  the  benefits  of  capital,  helping 
people  to  help  themselves  and  fostering  the  responsibility  and  self-esteem  that 
spring  from  individual  decisionmaking,  hard  work,  persistence  and  self-reliance.  Mi- 
croloans  are  designed  to  offer  entrepreneurs  the  opportunity  to  enhance  their  lives 
by  their  own  efforts,  bringing  the  dream  of  business  ownership  to  thousands  of  citi- 
zens who  previously  could  not  obtain  the  financing  and  technical  support  needed  to 
be  successful. 

This  is  a  responsible,  fiscally  sound  and  logical  approach  to  encouraging  the  most 
basic  kind  of  economic  and  financial  activity  in  a  practical  and  sustainable  way. 
Based  on  SBA's  analysis  of  this  type  of  lending,  many  micro-loans  will  be  made  to 
individuals  currently  on  some  kind  of  public  assistance.  These  potential  borrowers 
do  not  generally  meet  the  credit  standards  of  traditional  lenders.  They  have  few,  if 
any,  funds  to  contribute  to  their  enterprise  and  most  of  them  are  not  looking  to 
become  the  next  Apple  Computer.  Instead,  they  are  seeking  another  way  of  support- 
ing themselves  and  meeting  basic  family  financial  needs. 

The  Microloan  Program  will  help  provide  these  individuals  with  access  to  the  fi- 
nancial tools  they  need  to  make  the  most  of  their  marketable  creativity  and  skills. 
By  encouraging  their  entrepreneurial  instinct,  this  initiative  can  help  change  an 
economically  dependent  person  into  a  productive  and  financially  self-reliant  citizen. 

We  have  looked  to  our  intermediary  lenders  for  guidance  on  the  design  and  imple- 
mentation of  the  program,  and  their  work  with  local  communities  is  what  will  guar- 
antee this  program's  success.  I  am  pleased  to  see  that  you  have  several  of  these 
lenders  here  to  testify,  and  I  look  forward  to  their  presentations. 

As  you  are  aware,  this  program  started  as  a  small  venture  in  which  the  SBA  was 
allowed  to  select  up  to  35  intermediaries.  Approximately  $15  million  was  appropri- 
ated for  loans  and  another  $3  million  for  grants.  As  mandated  by  the  legislation,  the 
agency  designed  the  program  and  issued  regulations  within  90  days  of  its  passage; 
these  were  published  January  31,  1992. 

Fifteen  days  after  the  interim  final  regulations  were  published,  we  distributed  our 
first  Request  for  Proposals  (RFP).  This  generated  more  than  100  applications  from 
the  private  non-profit  sector,  many  from  organizations  with  great  experience  in 
micro  lending. 

Soon  after  initial  funding,  and  with  your  support,  Mr.  Chairman,  and  that  of  the 
Members  of  this  Committee,  the  Microloan  Program  authorization  was  increased  to 
$58  million  and  our  technical  and  management  assistance  grants  to  $7  million.  This 
raised  the  ceiling  on  the  total  possible  number  of  intermediaries  to  110.  We  immedi- 
ately approved  another  10  intermediaries,  bringing  the  total  number  to  45 — please 
note  the  attached  list  of  these  intermediary  lenders  for  your  review. 

Although  our  program  is  relatively  new,  it  was  inspired  by  similar,  highly  suc- 
cessful initiatives  sponsored  by  non-profit  groups.  These  efforts  created  many  new 
businesses  and  launched  countless  entrepreneurs  on  their  way  to  success. 
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For  example,  Leslie  Johnson,  of  St.  Paul,  MN,  began  her  flower  business  in  1985 
with  a  $500  microloan  from  the  local  Women's  Economic  Development  Corporation. 
She  bought  roses  and  sold  them  for  Valentine's  Day  that  year,  making  $2,500  on  the 
venture.  Leslie  paid  back  the  original  loan,  and  soon  was  building  on  her  earnings 
to  finance  a  full-fledged  business.  Today,  that  business,  the  Flower  Nut,  has  three 
locations  and  grosses  $750,000  annually. 

We  look  forward  to  bringing  many  of  our  own  success  stories  to  you  in  the  near 
future,  because  we  are  reaching  out  to  more  and  more  people  every  day.  Kenneth 
Massingill,  owner  and  operator  of  Kenny's  Chocolate  Drink,  of  Corbin,  KY,  received 
a  microloan  of  just  under  $25,000  last  year  to  expand  his  snack  food  business.  And 
Jacqueline  Love,  a  single  mother  of  six  in  Eudora,  AR,  was  recently  approved  for  a 
$475  loan  for  some  hair  care  equipment  for  her  home-based  beauty  salon.  With  this 
equipment  and  her  new  cosmetology  license,  she  hopes  to  earn  her  way  off  of  public 
assistance  by  the  end  of  next  year. 

In  the  1993  budget,  the  Microloan  program  level  was  raised  to  $75  million  in 
loans  and  $13  million  in  grants.  And  last  week,  the  filing  deadline  closed  on  our 
most  recent  Request  for  Proposals.  We  received  approximately  120  applications  for 
the  65  remaining  intermediary  lender  slots. 

SBA  staff  has  begun  the  evaluation  process  and  we  expect  announcement  of  the 
additional  intermediaries  within  90  days.  Since  the  program  was  started,  our  lend- 
ers have  made  more  than  150  loans  for  approximately  $1.5  million,  and  they  are 
just  getting  started.  As  they  begin  to  market  the  program  more  thoroughly  and 
become  more  established,  we  expect  a  dramatic  increase  in  microloans  to  small  busi- 
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In  short,  Mr.  Chairman,  I  believe  we  have  a  program  that  is  strongly  supported 
by  both  the  Administration  and  Congress  and  is  well  received  by  the  public.  Al- 
though this  initiative  is  still  in  its  early  stages,  we  see  great  promise  in  its  ability  to 
help  America's  entrepreneurs.  Based  on  the  popularity  of  similar  programs  in  many 
parts  of  the  country,  and  counting  on  the  dedication  of  SBA  staff  and  the  reliability 
of  our  intermediaries  nationwide,  we  believe  that  this  will  be  enormously  successful. 

I  know,  Mr.  Chairman,  that  you  have  championed  the  concept  of  a  microloan  pro- 
gram from  the  beginning,  and  that  we  would  not  be  where  we  are  today  without 
your  interest  and  support.  The  assistance  you  and  your  staff  have  provided  has 
meant  a  great  deal  as  we  work  to  bring  this  new  service  to  the  small  business  com- 
munity. , 

We  know  that  there  are  more  success  stories  like  Leslie  Johnson  s,  more  people 
whose  ideas  and  talents  just  need  a  jump  start  to  get  going.  I'm  pleased  that  we  can 
offer  this  for  smaller  companies.  We're  solidifying  the  foundation  of  our  economic 
system,  which  I  think  you'll  agree  is  a  very  worthwhile  effort. 

Mr.  Chairman,  I  thank  you  for  your  time.  We  look  forward  to  continuing  to  work 
with  you  and  your  Committee  to  make  the  Microloan  program  a  success. 

[List  of  approved  microloan  participants  follows:] 
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U.S.  Small  Business  Administration 

Washington,  D.C.    20416 

Approved  Mlcroloan  Participants 
Lending  and  Technical  Assistance 
December.   1992 

Lending  and  Technical  Assistance 

Community  Enterprise  Development  Corporation  of  Alaska 


I     ,  ijv  if-  J.  : 


Alaska 


Arkansas 


California 


California 


California 


California 


1577  C  Street  Plaza.  Suite  304 

Anchorage.  AK    99501 

(907)274-5400 

Service  Area:  Statewide 

Ctucanos  Por  La  Causa.  Inc. 

1 1 12  E.  Buckeye  Road 

Phoenix.  AZ    85034 

(602)257-0700 

Service  Area:  Urban  areas  of  the  counties  of  Maricopa  and  Pima 

Arkansas  Enterprise  Group 

605  Main  Street.  Suite  203 

Arkadelphla.  AR     71923 

(501)246-9739 

Service  Area:  Southern  half  of  state  Including  counties  of  Arkansas. 

Ashley.  Bradley.  Calhoun.  Chicot.  Clark.  Cleveland. 

Columbia.  Dallas.  Desha,  Drew.  Garland.  Grant. 

Hempstead.  Hot  Spring.  Howard.  Jefferson.  Lafayette. 

Lee.  Lincoln.  Little  River.  Miller.  Monroe.  Montgomery. 

Nevada.  Ouachita.  Phillips.  Pike.  Polk.  Saline.  Sevier. 

and  Union 

Areata  Economic  Development  Corporation 
100  Erlcson  Court.  Suite  100 
Areata.  CA    95521 
(707)822-4616 

Service  Area:  Counties  of  Del  Norte.  Humboldt.  Mendocino,  and 
Siskiyou 

Center  for  Southeast  Asian  Refugee  Resettlement 

675  OTarrell  Street 

San  Francisco.  CA    94109 

(415)885-2743 

Service  Area:  Ten  county  area  including  counties  of  Alameda.  Contra 
Costa.  Marin.  Merced.  Sacramento.  San  Francisco.  San 
Joaquin.  San  Mateo.  Santa  Clara  and  Stanislaus 

Coalition  for  Women's  Economic  Development 

315  West  Ninth  Street.  Suite  705 

Los  Angeles.  CA    90015 

(213)489-4995 

Service  Area:  Los  Angeles  County 

Valley  Rural  Development  Corporation 
dba  Valley  Small  Business  Development  Corp. 
955  N  Street 
Fresno.  CA    93721 
(209)268-0166 

Service  Area:  Counties  of  Fresno.  Kings.  Kem,  Stanislaus.   Madera. 
Mariposa.  Merced,  Tuolumne,  and  Tulare 
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Colorado 


Florida 


Georgia 


Idaho 


Illinois 


Illinois 


Illinois 


Indiana 


Greater  Denver  Local  Development  Corporation 
1981  Blake  Street.  Suite  406 
Denver.  CO    80206 
(303)296-9535 

Service  Area:  City  of  Denver,  counties  of  Adams.  Arapahoe.  Boulder 
Denver,  and  Jefferson 

Community  Equity  torestmeat»  Inc. 

302  North  Barcelona  Street 

Pensacola.  FT    32501 

(904)433-5619 

Service  Area:  Western  Florida  Panhandle  Including  counties  of  Bay 
Calhoun.  Escambia.  Gadsden,  Gulf.  Jackson.  Holmes 
Liberty.  Leon.  Ranklln.  Wakulla.  Walton.  Okaloosa  and 
Santa  Rosa 

Small  Business  Assistance  Corporation 
31  West  Congress  Street  Suite  100 
Savannah.  GA    31401 
(912)232-4700 

Service  Area:  Counties  of  Chatham.  Effingham.  Bryan.  Bulloch  and 
Liberty 

Panhandle  Area  Council 
1 1 100  Airport  Drive 
Hayden.  ID    83835-9743 
(208)772-0584 

Service  Area:  Northern  Panhandle  of  Idaho  Including  the  counties  of 
Benewah.  Bonner.  Boundary.  Kootenai,  and  Shoshone 

Greater  Sterling  Development  Corporation   . 

1741  Industrial  Drive  , 

Sterling.  IL    61081 

(815)625-5255 

Service  Area:  City  of  Sterling  and  Counties  of  Whiteside  and  Lee 

The  Economic  Development  Council  for  the  Peoria  Area 

124  S.W.  Adams  St.  Suite  300 

Peoria.  IL    61602 

(309)676-7500 

Service  Area:  Counties  of  Peoria,  TazweU.  and  Woodford 

The  Neighborhood    Institute  and  Women's  Self  Employment  Proiert 

1750  East  71st  Street  J 

Chicago.  IL    60649 

(312)684-4610 

Service  Area:  Portion  of  the  City  of  Chicago 

Eastslde  Community  Investments  Inc. 

26  North  Arsenal  Avenue 

Indianapolis.  IN    46201 

(317)637-7300 

Service  Area:  City  of  Indianapolis 
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Iowa 


Slouxland  Economic  Development  Corporation 
400  Orpheum  Electric  Building 
P.O.  Box  447 
Sioux  City.  IA    51102 
(712)279-6286 

Service  Area:  Counties  of  Cherokee.  Ida.   Monoma.  Plymouth.  Sioux, 
and  Woodbury 


Kentucky 


Maine 


Maryland 


Massachusetts 


Minnesota 


Kentucky  Highlands  Investment  Corp. 

362  Old  Whitley  Road 

London.  KY    40741 

(606)864-5175 

Service  Area:  Counties  of  Bell.  Clay.  Clinton.  Harlan.  Jackson.  Knox. 

Laurel.  McCreary.  Pulaski.  Rockcastle.  Wayne,  and 

Whitley 

Coastal  Enterprises.  Inc. 

P.O.  Box  268 

Water  Street 

Wlscasset.  ME    04578 

(207)882-7552 

Service  Area:  Statewide 

Council  for  Equal  Business  Opportunity.  Inc. 
The  Park  Plaza 

800  North  Charles  Street.  Suite  300 
Baltimore.  MD    21201 

Service  Area:  City  of  Baltimore  and  Counties  of  Ann  Arundel. 
Baltimore.  Carroll.  Harford,  and  Howard 

Western  Massachusetts  Enterprise  Fund 
324  Wells  Street 
Greenfield.  MA    01301 
(413)774-7204 

Service  Area:  Western  Part  of  Massachusetts  Including  counties  of 
Berkshire.  Worcester.  Franklin  and  Hampden 

Northeast  Entrepreneur  Fund,  Inc. 

Olcott  Plaza.  Suite  140 

820  Ninth  Street  North 

Virginia.  MN     55792 

Service  Area:  Northeastern  area  of  State  including  counties  of 

Koochiching.  Itasca.  St.Louls.  Aitkin.  Carlton.  Cook,  and 

Lake. 


Minnesota  Women  Venture 

2324  University  Avenue 

St.  Paul.  MN    55114 

(612)646-3808 

Service  Area:  Cities  of  Minneapolis  and  St.  Paul  and  a  ten  county  area 

Including  the  counties  of  Andra.  Carver.  Chisago. 

Dakota.  Hennepin,  Isanti,  Ramsey.  Scott.  Washington. 

and  Wright 
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Minnesota 


Minnesota 


Minneapolis  Consortium  of  Nonprofit  Developers.  Inc. 

2600  East  Franklin  Avenue 

Minneapolis.  MN     55406 

(612)338-8729 

Service  Area:  Portions  of  the  City  of  Minneapolis 

Northwest  Minnesota  Initiative  Fund 

922  Paul  Bunyan  Drive.  NW 

Bemldjl.  MN    56601 

(218)759-2057 

Service  Area:  Northwestern  corner  of  the  State  Including  the  counties 
of  Beltrami.  Clearwater.  Hubbard.    Klttsson.  Lake  of  the 
Woods,  Mahnomen,  Marshall.  Norman.  Pennington. 
Polk.  Red  Lake,  and  Rousseau. 


Mississippi 


Delta  Foundation 
819  Main  Street 
Greenville.  MS    38701 
(601)335-5291 
Service  Area:  Statewide 


Mississippi  Neighborhood  Housing  Services  of  Jackson.  Inc. 

1066  Pecan  Park  Circle 
Jackson  MS    39209 
(601)353-6198 
Service  Area:  City  of  Jackson 

Montana  Capital  Opportunities 

Human  Resource  Development  Council.  INc. 

321  East  Mam  Street.  Suite  300 

Bozeman.  MT    59715 

(406)587-4486 

Service  Area:  Counties  of  Gallatin.  Park,  and  Meagher 

Nebraska  Rural  Enterprise  Assistance  Project 

P.O.  Box  406 
Walthlll.  NE     68067 
(402)846-5428 
Service  Area:  Northeast  Section  of  Nebraska  Including  the  counties  of 

Boone,  Colfax.  Greeley.  Knox.  McPherson.  Nance,  Pierce, 

and  Thurston 

New  Hampshire  Institute  for  Cooperative  Community  Development,  Inc. 

2500  North  River  Road 
Manchester,  NH    03106 
(603)644-3103 
Service  Area:  Statewide 


New  Mexico  Women's  Economic  Self  Sufficiency  Team 

414  Silver  South  West 
Albuquerque,  NM    87 1 02  -3239 
(505)848-4760 
Service  Area:  Statewide 
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New  York 


New  York 


New  York 


North  Carolina 


Ohio 


Ohio 


Rhode  Island 


Adlrondac  Economic  Development  Corporation 

30  Main  Street 

Saranac  Lake.  NY     12983 

(518)81-5523 

Service  Area:  Fourteen  county  area  including  the  counties  of  Clinton. 

Essex.  Franklin.  Fulton.  Hamilton.  Herkimer.  Jefferson. 

Lewis.  Oneida.  Oswego.  St.  Lawrence.  Saratoga.  Warren. 

and  Washington 

Hudson  Development  Corp. 

444  Warren  Street 

Hudson.  NY    12534 

(518)828-3373 

Service  Area:  Columbia  County 

Rural  Opportunities.  Inc. 

339  East  Avenue 

Rochester.  NY    14604 

(716)546-7180 

Service  Area:  Fifteen  county  area  including  the  counties  of  Allegheny. 
Cattaraugua.  Cayuga.  Chantanqua.  Erie.  Genessee, 
Livingston.  Niagara.  Ontario.  Orleans.  Seneca.  Stephen. 
Wayne.  Wyoming,  and.  Yates 

Self-Help  Ventures  Fund 

413  East  Chapel  Hill  Street 

Durham.  NC    27701 

(919)956-8526 

Service  Area:  Statewide 

Athens  Small  Business  Center.  Inc. 

900  East  State  Street 

Athens.  OH    45701 

(614)592-1188 

Service  Area:  A  portion  of  Eastern  Ohio  including  the  counties  of 

Adams.  Ashland,  Athens.  Belmont.  Brown,  Carrol. 

Columbiana.  Coshocton.  Gallia.  Guernsey,  Harrison, 

Highland,  Holmes,  Jackson.  Jefferson.  Knox.  Lawrence. 

Meigs.  Monroe.  Morgan.  Muskingum.    Nocking.  Noble. 

Perry,  Pike.  Ross,  Scioto,  Tuscarawas.  Vinton,  and 

Washington 

Hamilton  County  Development  Co,  Inc. 

1776  Mentor  Avenue 

Cincinnati.  OH    45212 

(513)632-8292 

Service  Area:  Southwestern  Ohio  including  the  City  of  Cincinnati  and 

the  counties  of  Adams.  Brown.  Bugler.  Clermont. 

Clinton.  Highland,  .and  Warren. 

Elmwood  Neighborhood  Housing  Services,  Inc. 

9  Atlantic  Avenue 

Providence.  RI    02907 

(401)461-4111 

Service  Area:  Elmwood  neighborhood  of  the  City  of  Providence 
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South  Carolina  The  Charleston  Cltywlde  Local  Development  Corporation 

496  King  Street 
Charleston.  SC    29403 
(803)724-3796 
Service  Area:  City  of  Charleston 

South  Dakota  Northeast  South  Dakota  Energy  Conservation  Corporation 

414  Third  Avenue,  East 
Sisseton.  SD    57262 
(605)698-7654 
Service  Area: 


Texas 


Vermont 


Southern  Dallas  Development  Corporation 

1501  Beaumont  Street 

Dallas.  TX    75215 

(214)428-7332 

Service  Area:  Portions  of  the  City  of  Dallas 

Northern  Community  Investment  Corporation 

20  Main  Street 

Saint  Johnsbury,  VT    05819 

(802)748-5101 

Service  Area:  Counties  of  Caledonia  Essex,  and  Orleans 


Wisconsin 


Wisconsin 


Wisconsin 


Wisconsin 


Advocap.  Inc. 

19  West  First  Street 

P.O.  Box  1108 

Fond  du  Lac.  WI    54936-1108 

(414)922-7760 

Service  Area:  Counties  of  Fond  du  Lac  and  Winnebago 

Impact  Seven,  Inc. 
100  Digital  Drive 
Clear  Lake.  WI    54005 
(715)263-2532 

Service  Area:  Entire  State  with  the  exceptions  of  the  counties  of 
Milwaukee.   Dane.  Brown,  and  Waukesha 

Northwest  Side  Community  Development  Corp. 

5174  North  Hopkins  Avenue 

Milwaukee.  WI    53209 

(414)462-5509 

Service  Area:  Inner  City  Milwaukee 

Women's  Business  Initiative  Corporation 
1020  North  Broadway.  Suite  G-9 
Milwaukee.  WI    53202 
(414)277-7004 

Service  Area:  Counties  of  Kenosha.  Milwaukee.  Ozaukee.  Racine, 
Walworth,  Washington,  and  Waukesha 
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Technical  Assistance  Only 


Iowa 


Montana 


Institute  for  Social  and  Economic  Development 

1901  Broadway.  Suite  313 

Iowa  City.  IA    52240 

(319)338-2331 

Service  Area:  Statewide 

Women's  Economic  Development  Group 
127  North  Hlggms  Avenue 
Missoula.  MT    59802 

Service  Area:  Counties  of  Beaverhead.  Lake.  Mineral.  Missoula. 
Ravalli,  and  Sanders 
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The  Chairman.  Thank  you,  Mr.  Hertzberg. 

Mr.  Cox,  do  you  have  a  statement? 

Mr.  Cox.  No,  I  do  not. 

The  Chairman.  Joe,  do  you? 

Mr.  Foglia.  No,  I  do  not,  sir. 

The  Chairman.  Gentlemen,  let  me  ask  you  this  question. 

Mr.  Cox,  Mr.  Hertzberg  has  testified  that  we  now  have  45  inter- 
mediaries. Is  that  correct? 

Mr.  Cox.  Well,  within  the  last  day,  we  approved  two  more  in 
States  that  were  named  in  the  legislation  that  did  not  get  interme- 
diaries on  the  first  round,  we  did  not  have  eligible  applications. 
And  so  we  have  approved  one  in  Pennsylvania  and  one  in  Missouri. 

The  Chairman.  I  think  Mr.  Hertzberg  may  have  covered  this  but 
let  me  ask  again.  How  much  money  have  you  actually  disbursed  so 
far  in  this  program? 

Mr.  Cox.  A  little  over  $4  million. 

The  Chairman.  I  noticed  a  statement  in  here,  Mr.  Hertzberg, 
where  you  say  you  made  150  loans  totaling  $1.5  million. 

TMV  IIfrtzberg  Yes  sir. 

The  Chairman.  And  you  are  saying,  though,  now,  you  have 
loaned  $4  million. 

Mr.  Cox.  No.  The  $1.5  million  are  loans  to  the  small  businesses 
that  the  intermediaries  have  made. 

The  Chairman.  OK.  You  have  disbursed  $4  million  to  the  inter- 
mediaries, and  they,  in  turn,  have  loaned  $1.5  million 

Mr.  Cox.  Out  of  that  $4  million. 

The  Chairman.  And  that  is  100  loans.  I  mean  150. 

Mr.  Cox.  Right.  ,         T     , 

The  Chairman.  So  that  is  an  average  of  $10,000  per  loan.  Is  that 
correct? 

Mr.  Cox.  That  is  right. 

The  Chairman.  Do  you  have  enough  experience  to  tell  us  wheth- 
er most  of  these  people  have  a  monthly  pay-back  period? 

Mr.  Cox.  Yes.  The  average  term  is  36  months  right  now  on  the 
loans  that  have  been  made  out  there. 

The  Chairman.  How  are  these  people  doing  in  repaying  their 
loans? 

Mr.  Cox.  So  far  so  good. 

The  Chairman.  Really? 

Mr.  Cox.  Yes.  We  are,  up  to  now,  very  pleased.  Of  course,  it  is 
very  early. 

The  Chairman.  You  would  expect  the  default  rate  on  this  pro- 
gram to  be  higher  than  the  7(a)  program;  would  you  not? 

Mr.  Cox.  Definitely. 

The  Chairman.  Because  you  are  loaning  money  to  people  who  do 
not  have  one  ounce  of  collateral,  nothing  but  a  good  idea  and  some 
energy  and  determination. 

Mr.  Cox.  Good  character  loans. 

The  Chairman.  Does  the  SB  A  have  any  regulations  to  the  inter- 
mediaries as  to  just  generally  what  to  look  for  and  to  whom  to 
make  these  loans?  My  grandfather  always  used  to  say,  "There  is 
more  in  the  man  than  there  is  in  the  land."  He  used  to  loan  a  little 
money,  and  he  loaned  money  to  people  on  their  character,  not  on 
what  their  assets  or  real  estate  value  was.  Of  course,  all  of  these 
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are  going  to  be  made  based  on  the  character  of  the  person  apply- 
ing. 

Mr.  Cox.  Absolutely. 

The  Chairman.  But  do  you  have  any  regulations  so  far  as  any 
guidance  to  them  as  to  whom  to  make  loans  to? 

Mr.  Cox.  Of  course,  in  our  request  for  proposals  we  have  told 
them  the  target  areas  that  are  in  the  legislation.  However,  when  it 
gets  to  the  local  level,  we  rely  on  their  loan  policy  that  they  have 
come  up  with  as  far  as  the  level  of  credit  that  they  are  going  to 
award.  We  will  be  post-auditing  their  portfolios,  but  we  feel  that  it 
is  important  that  the  local  organization  be  given  great  latitude  on 
the  approval  of  the  loans. 

The  Chairman.  Did  you  hear  Senator  Wofford's  statement  about 
this  woman  in  Philadelphia? 

Mr.  Cox.  Yes. 

The  Chairman.  I  thought  that  was  a  pretty  good  statement.  Do 
you  feel  that  it  would  be  worth  this  Committee's  time  to  seek — we 
are  not  a  legislative  committee  so  far  as  the  Finance  Committee's 
jurisdiction  is  concerned.  But  it  occurs  to  me  that  the  most  salient 
part,  the  most  poignant  need  for  welfare  reform,  is  to  address  the 
very  kind  of  problems  Senator  Wofford  raised.  We  should  not  pe- 
nalize people  for  getting  one  of  these  loans,  and  we  should  not  deny 
them  a  loan  if  they  are  on  welfare.  It  works  two  ways,  I  guess.  And 
I  think  Senator  Wofford— I  would  be  delighted  to  help  him  pursue 
this  when  we  get  to  welfare  reform,  which  we  are  supposed  to  do 
this  year. 

Mr.  Cox.  We  agree  with  that.  Even  just  from  a  creditor's  stand- 
point, we  would  not  want  to  see  our  small  businesses  jeopardized 
by  taking  out  of  one  hand  what  we  have  given  in  another.  Those 
small  businesses  have  to  be  given  a  chance  to  succeed. 

The  Chairman.  One  final  question,  Mr.  Cox.  Does  the  $88  million 
we  have  now  appropriated  for  this,  or  $75  million  for  loans,  and 
$13  million  in  grants— in  the  1993  budget,  the  Microloan  Program 
level  was  raised  to  $75  million  you  say,  Mr.  Hertzberg,  and  $13  mil- 
lion in  grants,  and  that  is  technical  assistance  grants? 

Mr.  Hertzberg.  Yes,  sir. 

The  Chairman.  Does  that  $75  million  include  the  original  $15 
million  that  we  appropriated? 

Mr.  Cox.  It  does. 

The  Chairman.  So  we  have  appropriated  a  total  of  $75  million. 

Mr.  Cox.  That  is  right. 

The  Chairman.  And  you  have  now  disbursed  $4  million  to  the 
intermediaries. 

Mr.  Cox.  Yes.  We  have  approved  $15  million.  We  are  disbursing 
in  steps.  And  because  we  do  not  want  the  taxpayers'  money  sitting 
in  savings  accounts  and  not  going  to  the  small  businesses  we  are 
phasing  in  our  disbursements.  Our  first  disbursement  is  35  percent 
of  the  total  loan,  and  then  as  the  intermediary  lends  that  money 
out,  we  feed  them  more  money  into  the  revolving  loan  fund. 

So  that  is  the  difference  between  the  $15  million  and  the  $4  mil- 
lion disbursed. 

The  Chairman.  Now,  tell  me  again  because  I  have  not  had  a 
chance  to  refresh  my  memory  on  all  of  this,  what  is  the  spread  be- 
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tween  what  we  charge  the  intermediary  for  interest  and  what  the 
intermediary  is  permitted  to  charge  the  microloan. 

Mr.  Cox.  OK.  The  interest  that  we  charge  the  intermediary  is 
based  on  a  5-year  Treasury  note,  approximately  6  percent.  Depend- 
ing on  the  size  loan  that  they  are  making  to  the  small  business,  on 
those  loans  that  are  $7,500  or  more,  it  is  7.75  over  the  cost,  and  it  is 
8.5  for  loans  under  $7,500.  Now,  we  are  buying  down  that  5-year 
interest  rate,  as  you  know. 

The  Chairman.  Do  you  have  any  intermediaries  that  are  not 
503(c)  corporations,  and  tax-exempt? 

Mr.  Cox.  No. 

The  Chairman.  They  are  all  charitable  organizations? 

Mr.  Cox.  That  is  right.  Non-profits. 

The  Chairman.  I  would  just  issue  one  admonition.  I  am  worried 
as  much  about  the  expertise  and  the  stability  and  integrity  of  these 
intermediaries  as  I  am  about  the  loan  applicants.  The  success  of 
this  program  is  going  to  depend  almost  exclusively  on  the  kind  of 
experience  and  ability  to  run  the  program  that  the  intermediaries 
have. 

I  want  you  to  speed  it  up,  but  I  also  want  you  to  be  relatively 
cautious  about  who  you  license  to  be  an  intermediary. 

Senator  Pressler. 

Senator  Pressler.  Thank  you  very  much,  Mr.  Chairman.  In  this 
morning's  Wall  Street  Journal  they  discussed  two  different  ap- 
proaches to  getting  credit  to  small  business,  one  approach  is  to 
create  a  secondary  market  for  small  business  loans.  Then  the  other 
approach  is  a  bill  in  the  House  that  would  create  a  government 
secondary  loan  program.  Of  course,  I  suppose  those  are  for  slightly 
larger  loans  than  the  microloan  program  we  are  discussing. 

Is  there  any  chance  that  there  could  be  a  secondary  loan  pro- 
gram for  these — miniloans  for  these  microloans? 

Mr.  Cox.  We  have  talked  with  one  intermediary  that  believes 
they  could  sell  the  notes  into  the  private  sector.  We  are  certainly 
not  against  them  doing  that,  as  long  as 

Senator  Pressler.  They  could  do  that  now;  is  that  correct? 

Mr.  Cox.  Yes,  that  is  right.  We  would  permit  their  microloan 
notes  to  be  sold  as  long  as  that  money  goes  back  into  the  revolving 
loan  fund. 

Senator  Pressler.  As  I  understand  it,  the  two  bills  they  are  talk- 
ing about — one  is  by  Senator  D'Amato  and  the  other  by  John  La- 
Falce — Senator  D'Amato's  bill,  according  to  this,  would  clear  away 
the  legal  and  accounting  barriers  to  the  establishment  of  a  second- 
ary market  in  the  small  business  loans.  Is  that  a  necessary  thing  to 
help  small  business  loans?  Does  the  Small  Business  Administration 
have  a  position  on  it? 

Mr.  Hertzberg.  I  think  we  do  not  have  a  position  on  that  at  this 
time.  The  Small  Business  Administration  does  have  an  existing 
and  a  widely  used  secondary  market  program  in  existence  today. 

Senator  Pressler.  OK.  Representative  LaFalce  has  a  bill  over  in 
the  House  that  would  create  a  government-sponsored  agency  to  set 
up  a  secondary  market  for  small  business  loans.  Is  that  a  more  re- 
alistic approach?  Are  microloans  too  heterogeneous  to  be  packaged 
and  sold  to  a  secondary  market? 
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Mr.  Hertzberg.  I  would  tend  to  doubt  that  such  an  operation  is 
necessary  for  the  Microloan  Program.  I  think,  as  far  as  small  busi- 
ness lending  is  concerned,  that  is  something  that  is  being  studied 
right  now. 

Senator  Pressler.  And  the  government  loans  would  not  need  a 
secondary  market. 

But  is  there  a  whole  opportunity  out  there  that  we  are  missing 
here? 

Mr.  Hertzberg.  One  of  the  difficulties  in  operating  a  govern- 
ment-sponsored entity  would  be  the  fact  that  the  loans  would  have 
to  be  very  structured  and  would  have  to  meet  a  very  detailed  set  of 
criteria,  and  I  think  that  would  hamper  the  intent  of  the  Microloan 
Program. 

Senator  Pressler.  Thank  you. 

Mr.  Foglia,  how  do  you  advertise  in  the  State  of  Arkansas  for 
loans?  If  I  were  in  Arkansas  and  had  a  dry  cleaning  establishment 
and  wanted  to  buy  a  truck,  how  would  I  find  out  I  could  come  to 
you? 

Mr.  Foglia.  When  we  learned  about  the  Microloan  Program  we 
were  very  excited  in  our  office.  We  think  it  is  the  key  to  helping 
small  businesses  and  budget-burgeoning  entrepreneurs  in  the 
State.  So  we  got  together  with  the  Arkansas  Enterprise  Group  and 
developed  a  feet  sheet  that  explains  who  was  eligible,  what  they 
could  use  the  money  for,  the  geographic  territory  that  the  micro- 
lender  would  cover.  We  transferred  that  information  to  all  the 
banks  in  the  State,  to  our  resource  partners  such  as  the  Small 
Business  Institute,  Small  Business  Development  Center,  our 
SCORE  people.  Everyone  who  has  any  contact  with  small  business 
would  know  who  the  microlender  was,  what  the  use  of  the  proceeds 
was,  who  to  contact  and  how  to  get  involved.  We  also  issued  several 
press  releases  and  got  the  local  press  involved  in  advertising  the 
program. 

We  tried  to  disseminate  as  much  good,  positive,  clear,  concise  in- 
formation as  possible  on  how  to  get  involved  with  the  program.  If 
this  dry  cleaning  firm  did  not  see  any  of  that,  he  was  certainly  able 
to  call  us  at  our  office  and  we  had  the  same  information,  on  who  to 
call  and  how  to  get  involved. 

By  doing  this,  I  think  we  had  a  dramatic  effect  in  the  State,  and 
I  think  it  is  shown  in  the  number  of  microloans  that  have  been 
issued  by  the  Arkansas  Enterprise  Group  so  far. 

Senator  Pressler.  Any  of  you,  what  is  the  worst  or  least  success- 
ful part  of  this  program? 

Mr.  Cox.  Right  now,  I  think  it  is  the  lack  of  coverage.  We  are 
getting 

The  Chairman.  The  lack  of  what? 

Mr.  Cox.  Geographic  coverage  around  the  nation.  We  are  getting 
a  lot  of  calls  from  small  businesses  not  being  able  to  understand 
why  the  program  is  not  in  a  particular  area  of  a  State.  And  so  that 
seems  to  be  the  biggest — from  the  small  business  community — the 
biggest  problem. 

Operational  problems,  we  do  not  have  any  major  problems. 

Senator  Pressler.  Thank  you  very  much. 

The  Chairman.  Let  me  just  say  before  I  call  on  Senator  Well- 
stone,  that  is  where  I  got  in  trouble  with  my  30-second  spot.  I  could 
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not  explain  to  the  people  of  Arkansas  why  it  only  covered  32  coun- 
ties. 

Senator  Wellstone. 

Senator  Wellstone.  Thank  you,  Mr.  Chairman. 

Let  me  first  of  all  thank  you,  Mr.  Hertzberg,  for  mentioning 
Leslie  Johnson's  shop.  The  adjective  "breathtaking"  came  from  vis- 
iting the  Flower  Hut,  and  the  Rice  Street  Flower  Hut  is  not  only 
full  of  flowers  and  parakeets  but  every  single  person,  homeless 
people  included,  felt  like  that  establishment  was  their  home. 

I  said  to  Senator  Wofford  the  tragedy  is  that,  this  past  year,  her 
sister  was,  in  the  middle  of  the  day,  murdered  by  someone  who  was 
deranged.  The  business  community — it  was  so  awful  on  so  many 
counts,  but  the  Rice  Street  small  businesses,  Mr.  Chairman,  were 
just  so  supportive.  Everyone  was.  But  it  was  just  God-awful,  but 
Leslie  Johnson  continues  and  the  Flower  Hut  does,  as  well. 

I  actually  just  have  one  question.  I  think  that  Senator  Bumpers 
is  correct.  The  intermediaries  are  just  critical  to  the  success  of  this 
program,  and  they  face  some  fairly  difficult  circumstances  as  lend- 
ing organizations.  It  is  tough  for  them  to  sustain  their  side  of  the 
funding.  And  I  wondered — and  the  given  is  that  they  have  to  be 
successful.  But  for  those  that  we  know  have  a  track  record  and  are 
doing  all  the  right  things,  how  does  the  program  help  ensure  that 
these  intermediaries  can  succeed  in  staying  in  business  them- 
selves? 

Mr.  Cox.  First  off,  I  think  you  spoke  about  the  orientation.  We 
also  have  a  program  of  training  that  we  kick  off  on  March  1 1  and 
12  in  Baltimore  where  they  will  attend  training  on  how  to  deliver 
programs.  And  we  are  using  the  successful  intermediaries  to  carry 
on  the  subject  matter,  and  it  will  be  anywhere  from  marketing  to 
credit  analysis  to  whatever  is  needed.  We  are  using  this  as  a  pilot 
and  we  see  much  more  of  this  training  in  the  future. 

Senator  Wellstone.  Any  consideration  given  to  longer-term 
loans? 

Mr.  Cox.  Longer  than  6  years?  Not  at  the  present  time. 

Senator  Wellstone.  Or  reduced  interest  rates? 

Mr.  Cox.  Are  we  talking  to  the  intermediaries  or  the  small  busi- 
ness? 

Senator  Wellstone.  Intermediaries. 

Mr.  Cox.  It  certainly  has  been  suggested  by  some  of  the  interme- 
diaries that  they  be  charged  less  interest,  anywhere  from  1  percent 
down.  But  we  have  not  pursued  that  as  an  agency. 

Senator  Wellstone.  I  just  would  today  pose  those  as  questions 
that  I  would  like  for  you  to  at  least  keep  with  you  as  we  look 
ahead. 

My  only  other  point  is  not  a  question  but  just  to  simply,  once 
again,  thank  you.  Sometimes  you  get  the  criticism,  so  you  ought  to 
also  get  the  praise.  Intermediary  organizations  in  Minnesota  have 
reported  to  me  that  you  have  shown  some  real  flexibility.  I  think 
we  need  to  remember  that  these  intermediary  lending  organiza- 
tions are  by  no  means  all  identical,  and  so  whatever  flexibility 
there  can  be  I  think  is  extremely  important.  Thank  you. 

The  Chairman.  Thank  you,  Senator  Wellstone.  Senator  Bennett? 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 
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Mr.  Hertzberg,  just  sitting  here  listening  to  this  and  not  having 
been  exposed  to  it  previously,  I  have  written  down  a  series  of  num- 
bers, and  let  me  say  in  advance  that  I  do  not  want  to  be  judgmen- 
tal or  pejorative  in  this.  But  let  me  read  the  numbers  to  you  as 
they  have  come  out  of  your  testimony  and  your  comments,  and  I 
think,  simply  in  the  process,  you  will  see  the  confusion  or  concern 
that  arises  in  somebody  who  has  no  previous  exposure. 

Your  budget  is  at  $75  million,  and  you  say  $75  million  has  been 
appropriated,  plus  $13  million  in  grants,  which  is  $88  million.  You 
have  given  out  $4  million  to  the  intermediaries  who  have  put  $1.5 
million  on  the  street.  Do  you  want  to  discuss  overhead,  either  yours 
or  the  intermediaries',  that  may  have  taken  some  of  this  money?  Is 
it  all  sitting  in  escrow  to  somehow  get  into  the  pipeline  some- 
where? To  go  from  $88  million  available  to  $1.5  million  on  the 
street  begins  to  raise  the  kinds  of  specters  that  columnists  love  to 
summarize  and  editorialize  about,  and  I  am  giving  you  an  opportu- 
nity to  lay  it  to  rest  before  somebody  gets  a  hold  of  those  numbers. 

Mr.  Hertzberg.  I  am  going  to  ask  Mr.  Cox  to  do  that,  and  then  I 
might  comment  afterwards. 

Mr.  Cox.  The  $75  million  is  really  to  fund  110  intermediaries.  We 
just  closed  a  request  for  a  proposal  last  week,  on  the  16th.  We  will 
be  selecting  65  more;  therefore,  we  are  holding  a  big  chunk  of  those 
funds  to  go  to  the  new  intermediaries  that  will  be  selected  within 
the  next  90  days. 

It  was  in  our  1993  budget,  of  course. 

So,  with  the  $75  million,  we  have  funded  47  intermediaries.  We 
have  to  put  on  another  65  with  the  balance  that  is  left  in  the  fund, 
which  is  approximately  $60  million,  $63  million  to  be  exact. 

Senator  Bennett.  But  the  47  you  already  have  only  received  $4 
million  and  they  have  only  put  $1.5  million  on  the  street. 

Mr.  Cox.  That  is  right.  They  are  about  37  percent  loaned  up 
right  now,  of  the  funds  that  they  have.  As  they  deplete  that  first 
disbursement, — and  some  of  them  are  in  their  second  and  third  dis- 
bursements of  that  first  loan — that  ratio  will  go  up  considerably. 

Mr.  Hertzberg.  I  think  it  is  also  important  to  note  the  timing  of 
the  approval  of  the  first  35  intermediaries  and  the  fact  that  this  is 
a  new  program  and  they  had  to  get  into  the  program,  they  had  to 
get  the  guidelines,  and  they  had  to  get  the  training.  So  the  timing 
of  the  disbursement  had  something  to  do  with  this.  And  then  I 
think  that  the  increases  in  funds  will  be  important  to  how  we  pro- 
ceed with  the  program  from  this  point  forward.  I  think  we  may  be 
just  in  the  very  early  stages  of  this  whole  process. 

Mr.  Cox.  We  should  clarify,  also,  the  funds  that  go  to  the  inter- 
mediary on  the  loan  side,  none  of  those  funds  are  used  for  over- 
head. That  is  strictly  for  the  use  of  making  loans  to  small  business. 

Senator  Bennett.  That  was  going  to  be  my  next  question. 

When  everything  is  working  and  you  have  taken  care  of  all  of 
the  procedures  that  you  are  describing  now  as  part  of  the  start-up, 
should  we  anticipate  that  with  $75  million  in  appropriations  that 
will  mean  $75  million  in  loans?  Or  will  some  come  off  for  SB  A 
overhead? 

Mr.  Cox.  No.  In  the  legislation,  we  are  allowed  to  take  3  percent 
of  the  loan  appropriation  of  each  year  to  use  for  training  the  inter- 


31 

mediaries.  Other  than  that,  there  is  no  overhead  coming  out  of  that 
loan  fund. 

Senator  Bennett.  So  the  $75  million,  would  be  minus  3  percent 
the  balance  in  actual  loans  when  it  is  properly  functioning. 

Mr.  Cox.  Right.  True. 

Senator  Bennett.  Now  explain  the  $13  million  in  grants. 

What  is  that? 

Mr.  Cox.  The  $13  million  is  awarded  to  the  intermediaries  on  a 
percentage  basis  of  the  loans  that  we  approve.  If  we  approve  a 
$100,000  loan  to  an  intermediary,  this  year,  they  would  get  a  25 
percent  grant  for  the  technical  assistance  to  the  small  businesses. 
So  it  is  within  direct  relation  to  the  loans  that  we  approve  to  the 
intermediaries. 

Senator  Bennett.  So  they  would  use  the  grant  money  to  staff  up 
a  counselor  who  would  help  the  small  business  person  understand 
that  they  really  do  not  need  a  Cadillac  to  start  their  delivery  busi- 
ness; a  pickup  truck  would  make  more  sense. 

Mr.  Cox.  That  is  right.  And  it  gives  them  a  basis  over  the  inter- 
est spread  to  follow  those  accounts. 

Senator  Bennett.  I  see.  Thank  you  very  much,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Bennett.  Senator  Wofford? 

Senator  Wofford.  Have  you  found  that  the  limitation  against  in- 
termediaries being  governmental  entities  has  been  an  obstacle?  We 
have  heard  in  Pennsylvania  that  some  entities  that  are  quasi-gov- 
ernmental, including  the  very  fine  grant  you  made  to  the  Ben 
Franklin  Partnership,  initially  had  problems  dealing  with  that  lim- 
itation. And  the  Pittsburgh  Redevelopment  Authority  is  another 
example. 

Mr.  Cox.  We  welcome  the  change  to  allow  quasi-governmental 
entities  to  participate.  And  that  change  was  supported  by  the 
Chairman  and  the  Committee  in  the  legislation.  It  was  a  very  nar- 
rowed focus  that  we  had  to  begin  with  in  the  program.  I  think  it 
has  helped  us  to  spread  the  base  of  the  program.  We  do  have  quite 
a  few  of  those  quasi-governmental  entities  that  have  applied  on  the 
second  round. 

Senator  Wofford.  So  you  do  not  see  obstacles  anymore. 

Mr.  Cox.  I  do  not  believe  so.  I  think  if  there  is  any  obstacle  right 
now  it  is  the  geographic  spread  and  how  we  are  going  to  interest 
organizations  to  participate  in  those  areas  that  are  not  covered. 

The  Chairman.  Senator  Coverdell? 

Senator  Coverdell.  Mr.  Cox,  to  follow  up  on  Senator  Bennett's 
question  on  the  grant,  you  said  that  $4  million  has  been  approved 
through  the  intermediaries  and  $1.5  million  has  been  actually 
loaned.  What  sum  of  money  has  been  disbursed  out  of  the  grant? 

Mr.  Cox.  It  would  be  in  direct  relationship  to  the  loans.  Last  year 
it  was  20  percent,  so  that  would  be  roughly  $300,000  in  grants  that 
have  actually  been  disbursed. 

Senator  Coverdell.  And  so  the  grant  system  here  is  entirely — 
there  is  no  separate  program  that  deals  with  a  grant  for  a  specific 
training  program  or  something  of  that  order?  It  is  all  related  di- 
rectly to  the  actual  loans  themselves  and  the  service  of  and  assist- 
ance to  those  specific  loans. 

Mr.  Cox.  That  is  right.  There  is  another  grant  program  that  is 
tied  to  the  same  legislation,  and  under  that,  last  year,  we  were  al- 
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lowed  to  award  two  grants  of  $125,000  each  to  entities  that  would 
package  loans  for  traditional  lenders  to  be  submitted  to  traditional 
lenders.  That  is  apart  from  the  loan  and  grant  thing  that  we  have 
been  discussing. 

Senator  Coverdell.  And  that  is  just  the  total  sum  of  money  as- 
signed to  that  project? 

Mr.  Cox.  $250,000,  yes.  That  was  last  year.  This  year,  we  are 
going  to  be  allowed  to  approve  up  to  six  of  those  awards.  We  have 
33  applicants  for  those  six  awards. 

Senator  Coverdell.  Does  the  intermediary  describe  in  some 
detail,  through  the  process  of  your  selecting  them,  the  procedure  by 
which  they  will  utilize  this  money  to  oversight  the  loans  they  have 
made? 

Mr.  Cox.  Yes. 

Senator  Coverdell.  Have  you  given  them  a  format  that  they 
might  use?  Is  there  some  consistency  in  the  manner  in  which  this 
is  done? 

Mr.  Cox.  Yes.  The  request  for  proposal  that  we  sent  out  is  this 
document,  and  it  is  very  detailed,  question  by  question,  how  they 
are  to  put  it  together,  so  every  applicant  has  to  address  the  same 
questions. 

Senator  Coverdell.  So,  if  an  intermediary  had  an  unusually 
high  failure  rate,  it  might  be  tied  to  the  procedure  by  which  they 
are  oversighting  these  loans. 

Mr.  Cox.  They  have  to  give  us  a  spread  of  their  history  of  loans 
made  as  to  size  and,  also,  to  the  failure  rates,  even  down  to  the  30- 
60-90  charge-off  rates.  They  are  evaluated  on  that  basis. 

Senator  Coverdell.  Thank  you.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Lautenberg? 

Senator  Lautenberg.  Thank  you  very  much,  Mr.  Chairman. 

I  am  pleased  to  be  here  at  this  first  meeting  to  review  the  pro- 
gram, and  I  am  looking  forward  to  working  with  you  and  the  other 
members  of  this  Committee  in  trying  to  develop  a  platform  from 
which  small  businesses  can  spring  up  and,  of  course,  develop. 

I  would  ask,  Mr.  Chairman,  for  my  full  statement  to  be  included 
in  the  record. 

The  Chairman.  Without  objection. 

[The  prepared  statement  of  Senator  Lautenberg  follows:] 

Prepared  Statement  of  Senator  Lautenberg 

Mr.  Chairman,  thank  you  for  this  opportunity  to  explore  the  progress  of  the  Mi- 
croloan  Demonstration  program. 

Although  this  program  is  still  in  its  infancy,  it  holds  enormous  promise.  It  holds 
promise  for  small  businesses  that  need  new  sources  of  credit.  Promise  for  neighbor- 
hoods and  communities  that  need  economic  development.  And  promise  for  a  Federal 
Government  that  now  must  make  economic  growth  and  job  creation  its  central  mis- 
sion. 

This  Committee  knows  all  too  well  that  our  small  businesses  are  suffering  from  a 
terrible  credit  crunch.  Local  entrepreneurs  often  have  no  way  to  obtain  the  credit 
and  capital  they  need  to  start  new  enterprises.  Existing  businesses  find  themselves 
hitting  a  ceiling  because  they  simply  cannot  obtain  the  funds  they  need  to  expand. 

The  Microloan  Program  can  help  relieve  the  crunch — especially  for  a  portion  of 
the  population  the  crunch  particularly  hurts. 

My  office  recently  heard  about  a  man  in  Union  City,  New  Jersey  who  has  been 
running  a  successful,  but  very  small,  print  shop.  He  wanted  to  expand  his  business 
and  buy  a  new,  larger  printing  press.  But  he  needed  a  loan  of  $10,000.  Try  as  he  did, 
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he  couldn't  find  a  lender — not  even  with  help  from  the  local  nonprofit  development 
corporation. 

Why?  The  man  was  certainly  a  good  businessperson.  But  he  was  young,  did  not 
have  a  financial  history,  and  had  very  little  collateral. 

A  microloan  could  help  this  man  expand  his  business,  create  a  few  new  jobs,  and 
reach  his  own  potential.  I'm  happy  to  report  that  the  Union  County  Development 
Corporation,  where  the  man  lives,  has  applied  to  be  a  microloan  intermediary,  so 
maybe  he'll  get  his  chance. 

Along  with  small  businesses  themselves,  our  communities  and  neighborhoods  can 
also  benefit  from  microloans.  Many  of  the  people  seeking  small  loans  don't  aspire  to 
create  the  next  Intel  or  Microsoft. 

They  want  to  start  a  beauty  salon,  a  dry  cleaner,  a  small  restaurant,  or  a  corner 
store.  These  are  businesses  that  form  the  commercial  backbone  of  a  community — 
that  often  give  a  community  its  vibrancy  and  its  stability. 

The  Microloan  Program  provides  an  excellent  example  of  what  our  Federal  Gov- 
ernment can  do  to  address  the  central  issue  of  today:  creating  an  economy  that  pro- 
duces new  jobs  and  improves  family  living  standards. 

It  is  no  secret  to  this  Committee  that  small  businesses  are  our  economy's  most 
important  source  of  new  jobs.  The  President  and  the  Federal  Reserve  chairman 
have  both  reminded  us  of  that  recently.  Small  businesses  must  be  squarely  in  the 
sights  of  those  of  use  who  make  economic  policy. 

But  one  thing  is  clear.  New  businesses  don't  emerge  because  of  government.  They 
emerge  because  of  talented,  creative  people  who  are  willing  to  work  hard  and  take 
risks.  What  government  can  do  is  provide  an  extra  boost,  a  shot  in  the  arm. 

Microloans  provide  that  shot  in  the  arm — an  injection  of  capital  for  job-creating 
entrepreneurs.  While  the  program  does  offer  technical  assistance  and  advice,  its  suc- 
cess or  failure  ultimately  depends  on  the  creativity  and  drive  of  individuals. 

That  idea  has  special  meaning  for  me.  As  many  of  you  know,  40  years  ago  two 
friends  and  I  started  a  small  business  in  New  Jersey.  Thanks  to  lots  of  hard  work 
and  innovation — and  perhaps  a  little  luck — that  small  business,  ADP,  became  a 
large  business  that  now  employs  some  20,000  people. 

Access  to  credit  and  capital  is  vital  for  small  businesses  to  thrive.  And  I'm  de- 
lighted that  four  organizations  in  New  Jersey  have  applied  to  be  intermediaries  in 
the  Microloan  Program.  I  look  forward  to  working  with  those  groups  and  helping 
them  get  the  economy  of  New  Jersey  and  the  nation  back  on  track. 

Senator  Lautenberg.  I  would  just  like  to  say  that,  once  having 
run  a  very  small  business,  three  of  us  and  two  part-time  people 
started  40  years  ago  a  company  called  ADP  that  today  has  over 
20,000  people.  Little  did  we  ever  dream  that  that  kind  of  success 
was  going  to  come  our  way.  But  what  we  did  is  we  went  to  work 
every  day  and  we  spent  long  hours  and  difficult  moments  just 
trying  to  get  on  our  feet,  and  then  things  began  to  happen  after  a 
dozen  years  of  a  very,  very  small  business. 

So  I  really  do  appreciate,  Mr.  Chairman,  what  you  have  set  up  to 
do  in  this  program,  and  that  is,  to  try  to  communicate  directly  with 
the  folks  who  are  kind  of  at  the  low  end  of  the  scale  when  it  comes 
to  credit  access  to  opportunity.  But  a  few  questions  arise,  and  just 
forgive  me  if  these  are  a  little  elemental  because  I  am  new  and  we 
have  not  quite  caught  up. 

There  was  a  question  asked  about  grants,  and  I  think  perhaps, 
Mr.  Cox,  you  described  it  as  a  percentage  of  the  loan  base.  Could 
you  just  restate  that? 

Mr.  Cox.  Yes.  The  legislation  provides  a  certain  percentage  of 
the  loan  that  we  make  to  be  accompanied  by  a  grant,  so  that  the 
intermediary 

Senator  Lautenberg.  That  is  to  whom?  To  the  intermediary  or 
to  the  final  borrower? 

Mr.  Cox.  That  is  to  the  intermediary. 

Senator  Lautenberg.  To  the  intermediary.  So  grants  are  there 
to  assist  them  in  their  operation  and  so  forth. 
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Mr.  Cox.  Right. 

Senator  Lautenberg.  And  is  there  a  maximum  credit  line  to 
which  these  intermediaries  are  entitled  to  drawn  down? 

Mr.  Cox.  The  first  year  of  operation  is  $750,000  maximum. 

Senator  Lautenberg.  And  they  get  a  spread  of  about  a  point  and 
a  half  on  whatever  is  loaned  out.  Am  I  correct  in  that? 

Mr.  Cox.  They  get  a  spread  of— from  the  cost  of  money,  they  get 
a  spread  of  7.75  to  8.5,  depending  on  the  size  loans  they  are 
making. 

Senator  Lautenberg.  Seven  and  three-quarters  percent. 

Mr.  Cox.  Right. 

The  Chairman.  Seven  and  three-quarters  to  8.5.  They  have  a 
spread. 

Mr.  Cox.  That  is  right.  They  have  a  spread. 

Senator  Lautenberg.  But  do  they,  on  the  low  side,  gather  7.75 
percent  from  the  borrower? 

Mr.  Cox.  Well,  it  is  from  their  cost  of  money. 

Senator  Lautenberg.  Let  us  use  some  arithmetic.  Let  us  say  the 
long-term  bond  rate — is  that  what  you  use? 

Mr.  Cox.  A  5-year  Treasury  rate,  and  let  us  say  that  it  is  6  per- 
cent. They  would  get  a  buy-down  that  is  provided  in  the  law,  and 
from  the  net  cost  to  that  intermediary  it  would  go  7.75  percent 
above  that  cost  of  money. 

Senator  Lautenberg.  Are  we  talking  about  a  13.5  percent  or 
something? 

The  Chairman.  No.  What  you  mean  is  you  are  talking  about  1.75 
percent  spread;  are  you  not?  What  are  you  talking  about?  If  they 
borrow  money 

Mr.  Cox.  No.  It  would  be  approximately  a  12.50  rate  to  the  small 
business  person. 

Senator  Lautenberg.  Yes.  That  is  not  a  point  and  a  half;  that  is 
seven  points.  I  am  not  saying  it  is  good,  bad  or  otherwise.  I  just 
want  to  understand  it. 

The  Chairman.  Of  course,  they  have  to  eat  all  their  loan  loss. 

Senator  Lautenberg.  Well,  the  loan  loss  is  2  percent,  so  that  is 
.14  of  the  7  percent. 

Mr.  Cox.  Their  cost  of  operations  are  in  that,  also. 

Senator  Lautenberg.  Okay.  But  Joe  Start-up  winds  up  paying— 
again,  informational  only — 13  percent,  perhaps  12  percent,  for  his 
money. 

Mr.  Cox.  That  is  right. 

Senator  Lautenberg.  It  is  okay,  I  think,  based  on  the  credit — 
maybe  12  percent  to  15  percent. 

Mr.  Cox.  It  would  not  be  over  12.50. 

Senator  Lautenberg.  Why?  Is  that  a  ceiling  that  is  prescribed  in 
law? 

Mr.  Cox.  Well,  because  of  the  costs  that  we  are  giving  them, 
giving  the  intermediary  the  loan  for.  Right  now,  it  would  be  at 
12.50. 

Senator  Lautenberg.  Again,  are  these  Treasury  notes,  paper 

Mr.  Cox.  That  is  on  a  fixed  term.  We  fix  their  costs 

Senator  Lautenberg.  I  understand  that.  But  to  establish  the 
rate,  do  you  work  with  a  long-term  or  intermediate-term  govern- 
ment rate? 
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Mr.  Cox.  5-year  Treasury. 

Senator  Lautenberg.  So  it  is  a  bond.  Five  years  of  bond;  is  it 
not?  Or  is  that  still  a  note?  Okay.  It  does  not  matter.  I  see  the 
blank  looks  and  I  do  not  know  what  I  am  talking  about. 

[Laughter.] 

But  whatever,  it  is  a  5-year  period.  So  you  take  that  rate  and 
that  goes  to  the  intermediary  at  that  rate.  And  they,  in  turn,  say  to 
Joe  Start-up  or  Mary  Start-up,  "You  are  going  to  have  to  pay  the 
7.75." 

Mr.  Cox.  It  would  be  approximately  at  12  percent. 

Senator  Lautenberg.  This  may  sound  parochial;  of  course,  it  is 
not.  Why  do  we  not  have  one  of  these  offices  in  New  Jersey? 

The  Chairman.  Their  senator  has  not  advertised  it  up  there. 

Senator  Lautenberg.  That  is  why  I  came  creeping  to  the  Small 
Business  Committee,  so  I  could  get  on  here  and  get  these  programs 
going. 

Mr.  Cox.  I  would  just  see  whether  we  have  an  applicant  in  the 
new  RFP. 

Senator  Lautenberg.  There  seem  to  be  several.  Four. 

Mr.  Cox.  Four  of  them  that  have  applied. 

Senator  Lautenberg.  We  do  not  have  the  Chairman's  influence 
on  this;  do  we? 

So  it  is  because  of  lack  of  application,  is  what  you  are  saying. 

Mr.  Cox.  Yes.  We  did  not  have  applications  submitted  from  New 
Jersey  on  the  first  round. 

Senator  Lautenberg.  OK.  And  now  we  do  have,  and  I  would  ask 
you  please  to  try  to  move  those  along.  There  are  lots  of  people  who 
desperately  would  like  to  give  it  a  try. 

We  have  an  example  of  a  young  man  who  has  got  a  printing 
business.  It  is  small,  he  works  at  it  himself,  does  very  well  on  that 
size  business  but  would  love  to  expand,  and  the  facility  is  not  there. 
What  defines  an  eligible  borrower  for  a  microloan? 

Mr.  Cox.  Has  to  be  small,  under  our  size  standards. 

Senator  Lautenberg.  What  is  small? 

Mr.  Cox.  Micro  is  very  small.  The  size  standard  for  SBA  is  based 
on  employee  size  standard  or  sales,  and  we  have  no  problem  cer- 
tainly with  the  microloan  under  that. 

Mr.  Hertzberg.  I  could  outline  them  for  you  very  quickly  if  you 
would  like.  A  retail  organization  or  service  organization  is  small  if 
its  sales  on  an  annual  basis  do  not  exceed  $3.5  million. 

Senator  Lautenberg.  Did  they  have  to  establish  a  performance 
record,  Mr.  Hertzberg,  before  they  got  to  the  point  of  being  eligi- 
ble? 

Mr.  Hertzberg.  No.  They  just  have  to  meet  the  size  standard. 
Now,  as  far  as 

Senator  Lautenberg.  Well,  if  I  am  starting  from  day  zero  and  I 
want  to  sell  some  electronic  gear,  I  do  not  know  what  my  volume  is 
going  to  be. 

Mr.  Cox.  It  is  not  on  a  projected  volume.  It  is  on  history. 

Senator  Lautenberg.  If  I  have  zero  history,  can  I  borrow? 

Mr.  Hertzberg.  I  think  that  would  depend  on  the  evaluation 
that  is  made  by  the  intermediary,  and  that  is  what  we  have  left  to 
the  intermediary's  expertise. 
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Mr.  Cox.  He  is  talking  about  size,  though.  If  you  are  a  new  busi- 
ness you  are  small. 

Mr.  Hertzberg.  Oh,  yes.  If  you  are  a  new  business  you  are  cer- 
tainly small.  Right. 

Senator  Lautenberg.  Mr.  Chairman,  I  thank  you  very  much  for 
the  opportunity  to  ask  these  questions.  We  will  have  more,  and  I 
look  forward  to  working  with  you  on  this  program. 

I  think  it  is  an  excellent  program.  We  ought  to  find  a  way — I 
come  from  kind  of  the  audit  side  of  the  business.  I  like  to  know 
where  the  money  is  going  and  whether  or  not  there  is  someplace  in 
between  that  maybe  we  can  save  a  few  bucks. 

The  Chairman.  Your  question  was  very  good,  Senator  Lauten- 
berg. Usually,  the  Small  Business  Administration  is  very  deferen- 
tial to  the  members  of  this  Committee,  so  you  ought  to  be  able  to 
get  one  in  New  Jersey. 

But  we  welcome  you  to  the  Committee,  and  I  might  just  say, 
when  Senator  Mitchell  called  and  asked  me  if  I  would  agree  to 
expand  the  size  of  this  Committee  because  suddenly,  everybody  in 
the  Senate  wanted  on  this  Committee,  and,  of  course,  it  is  good  pol- 
itics but  it  also  involves  a  little  work,  I  said — and  I  really  did  it 
grudgingly,  but  I  said  I  would  like 

Senator  Lautenberg.  Thank  you. 

The  Chairman.  I  only  said  that  after  he  told  me  that  you  and 
Senator  Kohl  were  trying  to  get  on. 

Anyway,  I  told  him  that  whoever  the  steering  Committee  select- 
ed for  new  membership  on  this,  that  I  would  appreciate  their  dili- 
gence in  attending  the  meetings.  Oftentimes,  we  have  a  very  diffi- 
cult time  getting  a  quorum  on  this  Committee,  and  oversight  hear- 
ings have  not  been  well  attended.  But  I  appreciate  very  much  your 
energy  and  your  being  with  us  this  morning,  Senator  Lautenberg. 

Senator  Lautenberg.  I  have  a  100  percent  record.  This  is  the 
second  meeting. 

[Laughter.] 

The  Chairman.  Senator  Kempthorne? 

Senator  Kempthorne.  Mr.  Chairman,  thank  you  very  much. 

In  light  of  your  comments,  I  would  just  like  to  note  that  I  was  at 
the  Armed  Services  Committee  meeting,  a  confirmation  hearing  for 
the  Deputy  Secretary. 

Rather  than  ask  questions  that  may  have  been  previously  asked, 
may  I  just  ask  this  line  of  questioning.  With  regard  to  business  in- 
cubators, which  there  are  so  many  efforts  across  the  country  to  try 
to  have  successful  incubators  to  spin  off  these  small  businesses,  do 
you  see  your  program  as  being  a  good  partnership?  Is  this  an  area 
that  these  incubators,  number  one,  could  be  established?  Or, 
number  two,  once  they  have  established  a  track  record,  could  you 
then  hatch  them  from  that  incubator? 

Mr.  Cox.  I  think  it  is  a  natural  match  for  these  type  businesses 
to  be  in  incubators.  They  would  get  central  servicing,  those  type  of 
things  that  are  in  the  small  business  incubator.  So  there  could  be  a 
natural  match  between  small  business  incubators  and  this  type  of 
loan  program. 

Senator  Kempthorne.  And  where  you  have  successful  Small 
Business  Administration  programs  currently  in  existence,  will  this 
new  program  of  yours  naturally  follow,  or  do  we  need  to  be  aggres- 


37 

sive  in  marketing  and  implementing  this?  Or,  again,  does  the  exist- 
ing personnel — will  they  be  promoting? 

Mr.  Cox.  We  have  got  very  good  support  from  our  local  offices  in 
the  implementation.  I  think  there  is  a  natural  graduation  phase  as 
you  go  out  of  the  Microloan  Program  into  our  7(a)  business  loan 
program.  And  the  closer  the  intermediaries  can  work  with  the  tra- 
ditional lenders  in  helping  them,  taking  some  of  the  customers  that 
come  to  their  lenders  and  making  them  microloans  and  then  re- 
turning them  to  the  mainstream  in  the  traditional  lending  commu- 
nity, I  think  that  just  adds  to  the  success  of  the  Microloan  Program 
and  the  support  of  small  business. 

Senator  Kempthorne.  Do  you  wait  for  potential  clients  to  come 
to  you,  or  are  you  out  promoting  and  seeking  small  business? 

Mr.  Cox.  Of  course,  in  the  Microloan  Program,  the  intermediar- 
ies are  out  marketing  the  program,  and  our  district  officers  certain- 
ly are  referring  people  to  them.  We  see  it  as  a  first  step  in  address- 
ing that  niche  of  small  loans  that  traditional  lenders  are  not  catch- 
ing. 

Senator  Kempthorne.  Has  there  been  any  discussion  with  regard 
to  some  industries  that  may  be  experiencing  layoffs? 

Natural  resource  industries,  for  example,  because  of  some  of  the 
environmental  issues.  Or  the  defense  industry  because  of  the  down- 
sizing. Any  discussion  that  some  of  those  may  be  targeted  and  real 
efforts  made  to  allow  them  to  bridge  into  new  employment? 

Mr.  Cox.  I  think  that  will  be  an  outgrowth.  We  do  have  interme- 
diaries that — for  instance,  the  one  that  we  just  approved  in  Penn- 
sylvania is  fresh  in  my  mind.  They  do  a  lot  of  lending  in  the  bio 
area,  the  health  area,  computer  areas. 

And  so  we  are  starting  to  see  microlenders  that  are  in  niches 
that  could  address  specialized  lending. 

Senator  Kempthorne.  And  are  you  set  up  for  and  would  you  be 
receptive  to  pilot  projects  where  different,  new  concepts  could  be 
attempted  in  different  regions  of  the  country? 

Mr.  Cox.  We  are  open  to  any  suggestions  of  that  nature.  Definite- 
ly- 

Senator  Kempthorne.  Mr.  Chairman,  thank  you  very  much. 

The  Chairman.  Senator  Kempthorne,  if  I  may,  just  before  we  go 
to  our  next  panel,  make  a  couple  of  observations. 

Number  one,  the  spread  on  these  loans,  which  can  be  as  much  as 
12.75  interest  rate,  sounds  inordinately  high,  and  it  is. 

Most  people  in  this  audience  do  not  mind  paying  Citibank  21  per- 
cent on  their  Visa. 

There  are  two  points  to  be  made  about  that.  I  am  troubled  by  it, 
too,  and  I  would  like  to  get  that  rate  down. 

We  have  to  keep  two  things  in  mind.  Number  one,  to  administer 
a  $500  to  $10,000  loan  is  inordinately  high.  It  does  not  cost  you  any- 
more to  administer  a  $100,000  loan  than  it  does  a  $5,000  loan.  So 
the  administrative  expenses  of  the  intermediary  are  inordinately 
high  compared  to  the  loan. 

Number  two,  the  beauty  of  this  program  is  that  it  could  become 
the  biggest  job  producer  in  the  country  per  dollar  spent  on  it  of  any 
jobs  program  we  will  ever  get  going  in  this  country.  And  secondly, 
the  intermediary  is  designed  to  be  cost-free.  The  only  thing  that  is 
supposed  to  cost  the  taxpayers  are  the  technical  assistance  grants 
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because  the  intermediaries  are  obligated  to  pay  us  back  at  precise- 
ly what  it  cost  us  to  loan  them  the  money.  So  we  get  all  of  our 
money  back. 

And  in  exchange  for  that  high  interest  rate  the  intermediary  has 
to  eat  any  defaults,  and  they  are  going  to  have  defaults.  I  mean, 
they  are  necessarily  making  the  most  risky  loans  you  can  make, 
and  they  have  to  eat  those  loans,  not  the  taxpayers. 

So  that  is  the  reason  for  that  seemingly  inordinate  spread  be- 
tween what  SBA  loans  the  money  to  the  intermediary  for  and  what 
the  intermediary  in  turn  charges  their  loan  applicants. 

Senator  Coverdell? 

Senator  Coverdell.  Mr.  Chairman,  I  concur  with  your  remarks. 
I  had  one  other  question  if  I  might,  and  it  dealt  with  Senator 
Kempthorne's  line  of  questioning. 

I  am  puzzled.  In  reviewing  this,  Georgia  is  on  the  list  but  it  is  an 
intermediary  in  Savannah.  And  it  would  strike  me,  with  the 
unique  activity  in  the  metropolitan  area  and  issues  with  regard  to 
start-up  businesses,  I  am  puzzled  that  there  would  not  have  been 
an  intermediary  in  that  very  vibrant  area.  And  it  gets  back  to  the 
question:  How  are  the  intermediaries  being  advised  about  this  pos- 
sibility? 

Mr.  Cox.  In  this  last  round  we  sent  out  a  little  over  6000  requests 
for  proposals,  and  it  was  a  wide  distribution. 

Senator  Coverdell.  That  is  interesting. 

Mr.  Cox.  The  lack  of  intermediaries  in  certain  areas  of  the  coun- 
try puzzles  us,  also. 

Senator  Coverdell.  We  probably  need  to  take  some  advice  from 
the  Chairman  on  his  30-second  spot.  It  seems  to  have  generated  the 
appropriate  activity. 

The  Chairman.  It  does. 

Senator  Pressler.  A  little  footnote  question,  though. 

If  you  get  an  application  from  outside  the  designated  geographi- 
cal area,  the  intermediary  cannot  consider  it.  Is  that  right? 

Mr.  Cox.  That  is  right.  The  intermediary  has  a  certain  territory 
that  they  have  applied  for,  and  they  are  very  reluctant  to  stretch 
beyond  their  means.  And  we  are  very  reluctant  to  have  them 
stretch  beyond  their  servicing  means.     - 

Senator  Pressler.  The  way  the  geographical  areas  in  states  are 
determined  is  the  local  intermediary  makes  the  application  and  de- 
cides what  counties  they  are  going  to  put  in  and  so  forth. 

Mr.  Cox.  That  is  right. 

The  Chairman.  Let  me  make  one  other  observation  for  the 
record.  That  is,  number  one,  we  want  this  program  to  go  nation- 
wide as  quickly  as  we  can.  Having  said  that,  we  also  want  SBA  to 
be  very  cautious  and  circumspect  in  whom  they  license  as  an  inter- 
mediary, making  sure  that  they  have  some  background  skills  and 
administrative  experience  in  loaning  money. 

Number  three,  one  of  the  reasons  our  default  rate  is  so  low  right 
now  on  this  program,  number  one,  is  because  it  is  new.  But  second- 
ly, because  the  people  who  are  the  intermediaries  now,  many  of 
them  have  been  doing  this  with  foundation  grants  and  so  on  in  the 
past  and  they  have  experience  at  it,  and  they  know  how  to  do  it 
and  they  know  how  to  minimize  their  losses. 
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You  will  hear  from  a  woman  from  Arkansas  right  now  who 
really  deserves  more  credit  for  this  program  than  I  do  because  it 
was  her  program  that  I  happened  to  hear  about  on  NPR  that  gave 
me  the  idea.  It  is  called  the  Good  Faith  Fund,  and  the  Good  Faith 
Fund  has  been  around  for  some  time,  and  they  know  how  to  do  it. 
They  have  had  experience  at  it.  And  most  of  these  original  inter- 
mediaries, Mr.  Cox,  probably  fall  into  that  category.  Do  they  not? 

Mr.  Cox.  That  is  right.  Definitely. 

The  Chairman.  So  we  are  lucky  so  far.  But,  as  I  say,  I  want  this 
program  to  work,  and  I  know  the  only  way  it  can  work  is  if  we  pick 
the  right  intermediaries. 

Mr.  Cox.  Absolutely. 

The  Chairman.  Anybody  else? 

Thank  you  very  much,  gentlemen. 

Our  next  panel  is  Ms.  Julia  Vindasius,  whom  I  just  referred  to, 
of  the  Good  Faith  Fund  in  Pine  Bluff,  Arkansas;  and  Mr.  Curt 
Storly,  Business  Management  Specialist,  Northeast  South  Dakota 
Energy  Conservation  Corporation. 

Julia,  Mr.  Storly,  welcome.  The  little  light  system  in  front  of  you 
means  just  what  you  think  it  does.  Green  is  go,  orange  is  cautious 
and  red,  stop.  But  we  are  not  mean  about  that,  but  we  do  want  to 
question  you  about  how  your  programs  are  going.  Julia,  welcome, 
and  thanks  again  for  giving  us  all  this  idea. 

STATEMENT  OF  JULIA  VINDASIUS,  DIRECTOR,  GOOD  FAITH, 
FUND,  PINE  BLUFF,  AR 

Ms.  Vindasius.  Thanks  for  your  invitation  to  speak  to  you  today. 
My  name  is  Julia  Vindasius,  and  I  am  the  Executive  Director  of 
Good  Faith  Fund,  a  self-employment  loan  fund  that  operates  in 
southeastern  Arkansas.  Today  I  am  representing  Good  Faith  Fund 
and  its  non-profit  umbrella  organization,  Arkansas  Enterprise 
Group,  or  AEG,  which  is  the  participant  in  the  SBA  Microloan 
Demonstration  Program. 

My  written  testimony  gives  more  background  on  the  organiza- 
tion, but,  briefly,  AEG  provides  two  major  distinct  but  inter-related 
programs.  AEG  Manufacturing  Services  provides  financial  and 
technical  assistance  to  small  manufacturers,  and  Good  Faith  Fund, 
my  organization,  works  with  individuals  who  are  self-employed  or 
interested  in  becoming  self-employed  as  an  avenue  for  self-suffi- 
ciency. 

Good  Faith  Fund  works  in  the  southeastern  counties  of  Arkansas 
and  we  are  planning  an  expansion  into  eastern  Arkansas. 

AEG  closed  the  6.75  percent,  10-year  loan  from  the  SBA  on 
August  4,  1992.  Our  first  customer  loan  was  made  on  August  17, 
and  as  of  the  15th  of  this  month,  AEG  has  made  33  loans  with  the 
SBA  Microloan  capital.  The  total  amount  disbursed  so  far  is 
$158,000  and  the  average  loan  size  is  $5000;  32  of  the  33  loans  are 
current.  We  have  had  no  defaults.  These  microloan-supported  busi- 
nesses employ  63  people  in  rural  Arkansas.  An  appendix  to  this 
testimony  lists  the  21  loans  that  Good  Faith  Fund  has  made  with 
the  SBA  capital.  The  average  loan  size  for  Good  Faith  Fund  loans 
is  $1500;  71  percent  of  the  borrowers  are  female,  62  percent  are  mi- 
nority, and  65  percent  of  the  loans  were  made  to  start-ups. 
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One  of  our  loans  was  to  a  woman  named  Jessie  J.,  a  beautician. 
She  is  a  woman  in  her  mid-forties.  She  is  married  with  three  chil- 
dren, her  husband  is  a  fireman.  She  has  been  in  the  beauty  and 
hairdressing  business  for  10  years  working  out  of  the  front  room  of 
her  home,  often  until  very  late  into  the  night.  She  was  ready  to 
move  her  business  out  of  her  home  in  order  to  increase  her  visibili- 
ty and  generate  some  new  customers. 

Despite  a  phenomenal  character,  Jessie  has  no  credit  history. 
Her  furniture  and  her  television  set  are  rented. 

She  is  purchasing  her  home  but  there  is  no  equity  to  borrow 
against,  and  she  has  kept  her  own  books,  sort  of,  but  she  does  not 
have  monthly  or  year-end  financial  statements  to  show  her  busi- 
ness income.  Nonetheless,  Jessie  wanted  to  borrow  $1200  to  help 
operationalize  her  new  storefront  location. 

With  $1200  she  bought  a  larger  hot  water  heater  so  she  does  not 
have  to  wait  30  minutes  for  the  water  to  heat  between  clients.  She 
installed  shelves,  and  she  purchased  inventory.  With  this  loan  she 
expects  to  double  her  sales  to  $1200  a  month. 

Another  customer  of  AEG  is  a  manufacturing  customer,  Michael 
and  Sheila  Stone.  They  created  a  cardboard  packaging  company, 
starting  as  sales  and  packaging  clerks  for  another  firm.  Three 
years  ago,  they  had  to  file  bankruptcy  due  to  the  recession  and  the 
collapse  of  one  of  their  major  customers. 

They  are  a  low-margin  business,  highly  leveraged  to  purchase 
equipment,  rent  their  building  and  keep  12  employees  on  the  pay- 
roll. They  are  not  necessarily  skilled  in  cash  flow  projection,  and  it 
is  unclear  what  their  products  costs  are  although  they  are  a  profit- 
able firm. 

They  needed  $25,000  in  working  capital  to  purchase  raw,  un- 
formed cardboard  stock  because  they  were  unable  to  get  terms 
from  their  supplier.  Without  this  loan,  they  had  to  work  with  very 
small  amounts  of  inventory,  and  with  this  loan  they  can  almost 
double  their  sales. 

Neither  of  these  customers  would  be  eligible  for  conventional  fi- 
nancing. None  of  our  customers  have  the  collateral,  the  equity,  the 
track  record,  the  bookkeeping  systems,  the  credit  history,  the  de- 
posit relationships  or  a  big  enough  loan  request  to  get  a  bank  loan. 
AEG  was  able  to  provide  the  necessary  technical  assistance  to  each 
of  these  companies  so  that  they  are  current  on  their  loan  payments 
and  their  businesses  are  growing. 

Without  substantial  technical  assistance  for  each  business  the 
loan  would  be  imprudent  and  probably  counterproductive  to  the 
goal  of  stabilizing  or  growing  a  business.  As  a  micro-enterprise 
practitioner  for  more  than  5  years,  I  have  learned  that  loans  and 
technical  assistance  are  symbiotic.  Micro-entrepreneurs  have  both 
financial  and  non-financial  needs  that  must  be  met  to  make  these 
businesses  and  loans  viable.  For  this  reason,  the  SBA  Microloan 
Grant  Funds,  which  were  awarded  as  a  percentage  of  our  outstand- 
ing loan  from  the  SBA,  are  vital  to  the  program. 

AEG  plans  to  lend  out  our  entire  initial  SBA  loan  of  $750,000  by 
the  end  of  1993.  We  believe  that  the  SBA  Microloan  Demonstration 
Program  is  an  innovative  and  important  Federal  program,  a  major 
contribution  to  a  pending  community  development  banking  initia- 
tive, and  an  appropriate  niche  for  the  SBA.  It  fills  a  critical  market 
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gap  for  a  key  segment  of  the  population.  Best  of  all,  the  SB  A  pro- 
gram is  set  up  as  a  re-lending  program,  as  you  know,  allowing  local 
organizations  the  flexibility  that  is  necessary  to  disburse  these 
credits. 

Local  intermediaries  must  continue  to  have  the  authority  to 
make  local  loan  decisions  since  they  have  demonstrated  experience 
with  this  very  specialized  lending,  an  intimate  knowledge  of  the 
local  marketplace,  and  the  ability  to  deliver  meaningful  technical 
assistance  to  borrowers. 

Despite  our  initial  success,  I  would  like  to  propose  some  ways  in 
which  microloan  programs  can  be  given  some  strategic  support. 
The  first  is  the  issue  of  principal  repayment. 

Beginning  in  the  second  year  of  the  SBA  loan,  each  non-profit  or- 
ganization must  find  the  principal  to  repay  the  government  its 
loan.  As  you  might  expect,  microlending  activity  can  barely  sup- 
port the  interest  payments  on  the  SBA  loan.  In  no  way  can  it  earn 
enough  revenue  to  support  principal  repayment. 

To  be  specific,  for  the  100  non-profit  organizations  that  will  par- 
ticipate in  the  program  by  the  end  of  1994,  $3  million  in  grants 
each  year  for  10  years  will  have  to  be  raised  collectively  to  repay 
the  $30  million  in  capital  lent  by  the  SBA.  Absent  any  change  in 
this  program  structure  the  intermediary  programs  will  begin  to 
shrink  in  the  second  or  third  year  of  the  demonstration,  for  they 
will  be  unable  to  find  sufficient  principal  to  repay  the  SBA  and  so 
will  have  to  repay  the  loan  with  the  loan  itself.  At  the  end  of  a  few 
years,  these  loan  funds  will  dissolve. 

Alternatively,  by  changing  the  term  of  the  SBA  loan  from  10 
years  to  30  years,  just  as  the  Farmers'  Home  Intermediary  Relend- 
ing  Program  is  structured,  the  collective  annual  principal  repay- 
ment will  drop  from  $3  million  annually  to  $500,000  annually.  In 
addition,  as  compared  to  other  intermediary  loan  programs,  the 
SBA  Microloan  Program  has  the  highest  interest  rate.  There  does 
not  seem  to  be  a  precedent  to  charge  intermediaries  this  rate,  and  I 
propose  that  it  be  dropped  to  a  more  standard  1  percent.  The  SBA 
might  also  consider  a  structure  that  forgives  a  portion  of  the  loan 
for  each  job  created. 

The  second  issue  is  the  issue  of  risk-sharing.  As  I  understand  it, 
the  lending  capital  of  this  program  is  entirely  debt-based.  The  non- 
profit intermediary  borrows  its  capital  from  the  SBA  and  then 
shoulders  the  entire  risk  of  the  lending  program.  At  present,  if 
there  are  any  losses,  the  non-profit  must  still  pay  back  the  entire 
SBA  loan.  While  I  believe  that  our  program  should  assume  signifi- 
cant risk,  I  would  argue  that  shouldering  100  percent  of  the  risk  is 
probably  not  appropriate. 

As  to  the  question  of  risk  itself,  most  microloan  programs  may 
actually  be  able  to  demonstrate  that  their  loans  are  equally,  if  not 
less,  risky  than  conventional  loans,  given  the  appropriate  mix  of 
technical  assistance  and  support.  I  propose  that  the  SBA  should 
consider  splitting  the  losses  for  this  program  as  long  as  appropriate 
performance  and  monitoring  occurs  for  each  loss  situation. 

The  third  issue  is  the  issue  of  upfront  grant  support. 

As  you  can  see  from  the  examples  I  shared  earlier,  before  a  loan 
is  considered  the  technical  assistance  and  support  costs  for  review- 
ing  these   loans   is   substantial,   from   putting   together   a   ledger 
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system  to  estimating  cash  flows  to  getting  a  lease  drawn.  However, 
as  the  program  is  currently  structured,  the  grant  support  to  help 
cover  these  costs  is  not  available  until  after  our  loans  are  made.  It 
would  be  strategic  to  make  some  portion,  maybe  50  percent,  of  the 
grant  support  available  prior  to  our  disbursing  our  loans. 

In  closing,  I  just  would  like  to  note  that  there  will  be  a  first 
meeting  of  all  the  45  current  SBA  microloan  intermediaries  in  Bal- 
timore on  March  11  and  12.  I  am  sure  this  gathering  will  bring  to 
light  insights  on  how  the  SBA  Microloan  Program  can  be  improved 
as  it  grows,  and  I  would  like  to  request  that  the  record  for  this 
hearing  be  kept  open  so  that  we  can  submit  the  findings  of  this 
other  meeting. 

I  hope  this  has  been  useful  to  you.  I  am  very  positive  about  this 
program  and  look  forward  to  hearing  your  questions. 

[The  prepared  statement  of  Ms.  Vindasius  follows:] 
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Testimony  of  Julia  Vindasius,  Executive  Director 
Good  Faith  Fund 

a  program  of  Arkansas  Enterprise  Group 
Pine  Bluff,  Arkansas 

Submitted  to  the  VS.  Senate  Committee  on  Small  Business 
February  25, 1993 

Thank  you,  Senator  Bumpers,  and  members  of  the  Senate  Small  Business  Committee  for 
the  invitation  to  speak  before  you  today.    My  name  is  Julia  Vindasius  and  I  am  the 
Executive  Director  of  Good  Faith  Fund,  a  self-employment  loan  fund  that  operates  in  the 
Mississippi  Delta  counties  of  southeastern  Arkansas.  Today,  I  am  representing  Good 
Faith  Fund  and  its  non-profit  umbrella  organization,  Arkansas  Enterprise  Group,  which  is 
the  SBA  Microloan  Demonstration  Program  participant  in  Arkansas. 

The  questions  facing  us  this  morning,  as  I  understand  them,  are  (1)  what  is  our  experience 
with  the  SBA  Microloan  Program,  (2)  what  are  its  impacts  on  our  communities,  and  (3) 
how  might  it  be  modified  in  the  future  to  improve  its  impact  and  contribution  to  business 
and  job  development  efforts. 

The  Work  of  Arkansas  Enterprise  Group  and  Good  Faith  Fund 
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My  written  testimony  give  more  background  about  our  organization,  Arkansas 
Enterprise  Group  and  the  Southern  Development  Bancorporation.  Arkansas  Enterprise 
Group  is  one  of  five  subsidiaries  and  affiliates  of  a  development  bank  holding  company 
which  has  been  operating  in  rural,  southern  Arkansas  since  1988.  This  development 
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bank,  Southern  Development  Bancorporation,  was  created  to  improve  the  economic 
future  for  low  and  moderate  income  residents  of  this  region.  As  a  group  of  companies, 
we  have  provided  financing  and  technical  assistance  to  over  150  firms  and  individuals 
since  we  began. 

Arkansas  Enterprise  Group  has  two  major  non-profit  programs.  First,  AEG 
Manufacturing  Services  (AMS)  provides  critical  financing  and  technical  assistance  to 
very  small  manufacturers  in  the  region.  AMS  has  some  25  firms  in  its  portfolio  which 
employ  over  350  people  and  that  have  received  financing  totalling  more  than  $1.2 
million.  Second,  Good  Faith  Fund,  my  organization,  works  solely  with  individuals  who 
are  self-employed  or  interested  in  becoming  self-employed  as  an  avenue  for  self- 
sufficiency.  Modeled  after  the  successful  Grameen  Bank  of  Bangladesh,  Good  Faith 
Fund  has  adapted  a  peer-group  lending  technique  to  deliver  credit,  business  training, 
technical  assistance,  a  savings  program,  and  networking  support  ta  residents  in  the 
southeastern  counties  of  Arkansas.  Operating  like  a  membership  organization,  Good 
Faith  Fund  currently  has  more  than  140  active  members,  all  of  whom  have  completed  a 
7-session  business  training  requirement.  Approximately  65%  of  our  members  are  female 
and  more  than  75%  are  African-American.  Approximately  20%  receive  public 
assistance.  As  of  this  week,  Good  Faith  Fund  has  made  100  loans  totalling  just  over 
$200,000. 

Our  purpose  is: 

(1)  To  provide  credit  to  economically  disenfranchised  individuals  and  to  firms  in 
disinvested  communities  whose  credit  needs  are  not  being  met; 

(2)  To  provide  management,  marketing,  and  other  business  assistance  to  ensure  thai 
loans  are  successful  and  that  borrowers  build  their  capacity; 

(3)  To  offer  a  forum  for  people  and  firms  to  learn  the  necessary  skills,  earn  the  credit 
histories,  and  develop  the  track  records  that  will  enable  them  to  enter  (in  some  cases) 
and  succeed  in  the  mainstream  marketplace. 

Th?  SPA  Mjcrploan  Demonstration  Program  in  Arkansas 

Until  we  became  a  participant  in  the  SBA  Microloan  Demonstration  Program,  most  of  the 
loan  capital  for  our  non-bank  affiliates  came  from  private  foundations  in  the  form  of 
grants  and  very  low-interest,  long-term  Program  Related  Investments.    AEG  is  also  a 
participant  in  the  FmHA  Intermediary  Relending  program  and  has  received  federal 
money  earmarked  for  specific  business  investments. 

We  closed  the  6^%  ten  year  loan  from  the  SBA  to  the  Arkansas  Enterprise  Group  on 
August  4,  1992.  Our  first  customer  loan  was  made  on  August  17,  1992,  so  these  loans  are 
all  relatively  young.  As  of  the  15th  of  February,  1993,  AEG  has  made  33  loans  with 
capital  borrowed  from  the  SBA  Microloan  Demonstration  Program.  The  total  amount 
lent  out  so  far  is  $158,000  with  an  average  loan  size  of  $5,000.  Thirty-two  of  the  33  loans 
are  current.  We  have  had  no  defaults.  These  microloan  supported  businesses  employ  63 
people  in  rural  Arkansas.  Twenty  three  are  startup  businesses;  ten  businesses  were  in 
existence  previously,  but  are  still  too  young,  too  unskilled,  or  too  risky  by  conventional 
standards  to  obtain  funds  through  conventional  sources.  With  the  support  of  funds  from 
the  SBA,  we  are  able  to  provide  the  very  significant  amount  of  technical  and  businesses 
assistance  necessary  to  make  these  microloans  and  micro  businesses  viable. 


Page  3 


68-182  0-93-4 


46 


An  appendix  to  this  testimony  lists  the  loans  that  Good  Faith  Fund  has  made  with  the 
SBA  capital.  Twenty-one  of  the  33  SBA-funded  loans  AEG  disbursed  were  made  to 
Good  Faith  Fund's  self-employed  customers  who  are  participants  in  the  peer-group 
lending  program  The  average  loan  size  for  these  loans  is  $1,500.  71%  (15)  of  the 
borrowers  are  female  and  62%  (13)  are  minority.  65%  (13)  of  the  loans  were  made  to 
start-up  businesses.  The  SBA  loan  allowed  Good  Faith  Fund  to  begin  a  new  loan 
program  which  we  call  our  "Direct  Loan"  program  which  addresses  the  needs  of  existing 
micro-business  owners  that  need  first-time  loans  between  $5,000  and  $25,000.  We  have 
made  two  Direct  Loans  so  far  and  have  a  handful  of  requests  pending.  None  of  the  GFF 
customers  would  be  eligible  for  conventional  financing— none  have  the  assets,  equity, 
track  record,  bookkeeping  systems,  credit  history,  or  even  the  deposit  relationships  that 
are  necessary  to  get  a  bank  loan.  Nevertheless,  all  of  the  Good  Faith  Fund  loans  are 
current 

AEG  plans  to  lend  out  our  entire  initial  SBA  loan  of  $750,000  by  the  end  of  1993  to 
between  100  and  125  businesses.  If  we  project  based  on  the  present  rate  of  job  creation, 
this  will  support  over  300  jobs,  or  one  job  for  every  $2,500  loan.  We  see  the  SBA 
Microloan  Program  as  an  ongoing  and  long-term  source  of  loan  capital  and  are  very 
positive  about  the  prospects.  There  are  some  fundamental  problems  with  the  program, 
however,  that  will  become  serious  during  1994  and  1995  and  I  would  like  to  discuss  them 
later  in  my  testimony. 

♦♦♦♦♦♦♦♦ 

With  that  as  background,  I  would  like  to  give  you  a  few  examples  of  how  this  lending 
program  works.  Perhaps  you'd  be  willing  to  put  yourself  in  the  shoes  of  a  commercial 
loan  officer  for  a  rural  bank  or  a  branch  bank  in  an  inner  city  urban  area. 

I  am  going  to  tell  you  about  four  of  our  customers  that  could  have  walked  in  the  door  of 
your  bank  and  requested  a  loan  from  you,  the  loan  officer.  You  may  be  sympathetic  to 
each  request,  but  you  are  unable  to  make  any  of  them  a  loan. 

♦  Jessie  J.,  Beautician 

Jessie  J.  is  a  woman  in  her  mid^tO's,  married  with  three  children.  She  has  been  in  the 
beauty  and  hair  dressing  business  for  ten  years,  working  out  of  the  front  room  of  her 
home— often  until  1 1  p.m.  each  night.  She  would  like  to  move  her  business  out  of 
her  home  for  two  reasons: 

•  Her  home  is  in  a  poor  neighborhood,  and  this  hurts  her  ability  to  secure  new 
customers  and  increase  her  sales;  and 

•  Now  that  her  children  are  grown,  she  doesn't  feel  the  need  to  work  at  home  and 
would  like  to  stop  receiving  customers  late  into  the  night. 

Jessie  would  like  to  borrow  $1,200  to  help  her  open  up  a  new  storefront  location. 
With  $1,200,  she  can  buy  a  larger  hot  water  heater  so" that  she  does  not  have  to  wait 
30  minutes  for  the  water  to  reheat  between  clients,  install  shelves,  and  purchase 
inventory.  With  this  money,  she  expects  that  she  can  increase  her  sales  from  $600  per 
month  to  $1,200  per  month  Her  husband  works  at  the  local  fire  department  as  a 
foreman  and  runs  a  carpentry  business  on  the  side. 

Jessie  has  no  credit  history;  her  furniture  and  television  are  rented.  While  she  is 
purchasing  her  home,  there  is  no  equity  to  borrow  against.  Jessie  has  kept  her  own 
books,  but  does  not  have  monthly  or  year-end  financial  statements  to  show  her 
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business  income.  Given  the  absence  of  a  credit  history,  the  unpredictability  of  self- 
employment  income,  and  the  absence  of  collateral  or  significant  business  skills,  the 
bank  will  be  unable  to  make  this  loan. 

♦  Jeanette  B.,  Wedding  Caterer 

Jeanette  B.  is  a  widow  that  was  layed  off  three  years  ago  from  an  administrative  job 
with  a  small  firm  in  Pine  Bluff.  She  helped  make  ends  meet  while  she  was  employed 
by  making  wedding  cakes  and  doing  wedding  consulting  out  of  her  home.  While 
Jeanette  has  no  formal  business  skills,  she  has  established  her  reputation  in  the  area 
for  superb  quality  wedding  service  and  is  gearing  up  to  operate  the  business  full-time. 
Over  the  last  ten  years,  she  has  accumulated  a  porcn-ful  of  catering  and  floral  supplies 
and  serving  pieces  from  retail  outlets,  flea  markets  and  garage  sales.  She  has  no  idea 
what  her  inventory  and  supplies  are  worth.  Jeanette  has  borrowed  on  credit  cards  and 
shuffled  her  mortgage  payments  to  get  her  brother  and  son  to  add  on  a  kitchen 
workspace  to  her  house.  She  has  contracts  for  several  weddings;  she  would  like  to 
borrow  $1,200  to  expand  her  business  from  about  $1,500  in  sales  per  month  to  $3,000 
per  month,  but  she  needs  a  walk  in  freezer  and  some  working  capital 

Jeanette  has  no  collateral  except  a  older  model  car,  she  generally  has  a  good  credit 
history,  but  is  "maxed  out"  on  her  credit  cards  and  shows  some  late  mortgage 
payments.  The  bank  is  unable  to  make  her  a  loan  given  her  lack  of  business 
experience,  inability  to  document  her  business  income,  no  adequate  collateral,  and  the 
small  size  of  the  loan  request 

♦  Michael  and  Shelia  Stone,  Packaging  Manufacturing 

Michael  and  Shelia  Stone  have  created  a  cardboard  packaging  manufacturing 
company  over  the  past  ten  years,  starting  as  sales  and  packaging  clerks  for  another 
firm.  Three  years  ago  they  had  to  file  bankruptcy  due  to  the  recession  and  the  collapse 
of  one  of  their  major  customers.  They  are  a  low  margin  business,  highly  leveraged  to 
purchase  equipment,  rent  their  building,  and  keep  their  12  employees  on  the  payroll. 
They  are  not  skilled  in  cash  flow  projection  and  it  is  unclear  what  their  product  costs 
actually  are,  though  they  are  a  profitable  firm.  They  need  $25,000  in  working  capital 
to  purchase  raw  unformed  cardboard  stock;  they  are  unable  to  get  terms  from  their 
supplier. 

Without  this  loan,  they  are  having  to  work  on  very  small  amounts  of  inventory,  and 
their  already  low  margins  get  lower  for  they  are  unable  to  increase  their  sales  level; 
with  this  loan,  they  can  almost  double  their  sales  level.  Again,  due  to  their  credit 
history,  the  small  size  and  interest  return  off  of  such  a  loan,  the  lack  of  available 
collateral,  the  low  margins  of  the  business,  and  the  difficulty  of  predicting  the  success 
of  such  a  business,  you  are  unable  to  make  the  loan. 

♦  Allison  Bond,  Potter 

Allison  Bond  is  a  potteT  in  a  small  town  in  Dumas,  a  rural  town  of  6,000  in  the 
Mississippi  Delta.  She  started  her  pottery  company  in  her  garage,  and  has  been 
working  at  producing  dinner  and  restaurant  pottery  for  at  least  eight  years.  In  1986, 
she  moved  out  of  her  garage  into  a  small  shop  in  a  low  rent  shopping  mall.  She  has 
leased  her  kilns,  and  borrowed  from  the  local  bank  for  a  van  to  transport  her  pottery 
to  customers  and  craft  shows.  She  is  extremely  prolific,  producing  a  high  volume  of 
"best-selling"  low-priced  items  as  well  as  an  occasional  set  of  custom  dinnerware  for 
special  clients.  Her  husband  works  for  a  local  logging  company;  they  have  four 
children. 
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Unfortunately,  she  has  been  combining  her  personal  and  her  business  bank  accounts 
and  her  monthly  statement  shows  significant  numbers  of  "insufficient  funds" 
transactions.  She  essentially  has  no  functioning  accounting  system  and  an  inadequate 
understanding  of  her  market.  She  has  one  full  time  employee  and  one  half-time 
employee.  Despite  her  years  as  a  skilled  pouter,  she  has  limited  business  management 
skills  and  has  not  been  able  to  assemble  a  business  plan.  She  has  insufficient  working 
capital  to  purchase  another  kiln  or  adequate  supplies  of  clay,  so  her  business  is 
"stuck"  at  break  even  sales  levels.  She  would  like  to  borrow  $20,000  to  purchase  clay 
in  larger  amounts,  and  thus  get  quantity  discounts,  as  well  as  to  purchase  another  kiln 
to  increase  her  production  capacity.  Given  the  poor  condition  of  the  accounting 
information  and  deposit  accounts,  the  absence  of  collateral,  the  small  loan  size,  and 
the  low  margins  of  this  business,  you  cannot  make  this  loan. 

While  the  loan  officer  at  the  bank  would  not — some  say  cannot —  make  these  loans, 
Arkansas  Enterprise  Group  has  made  each  of  these  loans  with  the  loan  from  the  SB  A 
Microloan  Demonstration  Program.  AEG  has  been  able  to  provide  the  necessary 
technical  assistance  to  each  of  these  companies  so  that  they  are  current  in  their  loan 
payments  and  their  businesses  are  growing. 

In  each  of  these  cases,  the  existing  banking  community  cannot  provide  credit  to  these 
individuals.  It  should  be  noted  that  the  "rent  to  own"  and  "credit  card"  industries  can  and 
will  very  profitably  provide  consumer  credit  to  these  individuals  at  interest  rates  of  20% 
and  up.  But  their  ability  to  access  commercial  credit  to  start  and  grow  small  businesses  is 
absent. 

The  SBA  Microloan  of  $750,000  has  made  is  possible  for  AEG  to  re-lend  funds  to 
customers  such  as  these,  and  to  provide  a  portion  of  the  technical  assistance  necessary  to 
make  these  loans.  At  present,  banks  in  our  area  cannot  justify  or  support  our  loans 
because  of  the  nature  of  the  requests,  their  inability  to  absorb  risk,  their  inability  to 
provide  ongoing  technical  assistance,  and  their  lack  of  interest  in  small  loans  in  general. 
While  we  expect  some  of  our  customers  to  "graduate"  to  conventional  banks,  we  are 
generally  unable  to  refer  our  customers  to  a  bank  with  any  loan  size  less  than  $25,000  and 
most  banks  will  not  take  over  until  the  ban  request  reaches  $50,000. 

The  key  for  each  of  our  borrowers  is  that  money  alone  is  not  enough.  Without  substantial 
technical  assistance  for  each  and  every  one  of  these  businesses,  the  loan  would  be 
imprudent  and,  probably,  counterproductive  to  the  goal  of  stabilizing  or  growing  a 
business.    As  a  micro-enterprise  practitioner  for  more  than  five  years,  I've  learned  that 
loans  and  technical  assistance  are  symbiotic:  micro-entrepreneurs  have  both  financial 
and  non-financial  needs — such  as  training,  support,  counseling,  and  business  analysis — 
that  must  be  met  to  make  these  businesses  (and  loans)  viable.  Furthermore,  technical 
assistance  and  monitoring  is  required  throughout  the  whole  term  of  the  loan,  in  addition 
to  the  start  of  each  business  loan.  For  this  reason,  the  SBA  Microloan  grant  funds,  which 
are  awarded  as  a  percentage  of  our  outstanding  loan  from  the  SBA,  are  vital  to  the 
Program. 

Clearly,  the  SBA  Microloan  Program  allows  non-profit  institutions  such  as  ours  to  use 
private  sector  tools  of  credit  and  training  to  achieve  public-purpose  goals  of  economic 
and  social  development   To  that  end,  the  SBA  Microloan  Program  enables  us  to  do 
things  that  we  absolutely  could  not  do  without  it. 

Some  Recommendations  for  Improving  the  Miqolpan  Program 
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On  behalf  of  my  fellow  managers  and  my  colleagues  in  the  micro-lending  industry,  I 
would  like  to  propose  some  ways  in  which  micToloan  programs  can  be  given  some 
strategic  support.  Most  of  my  colleagues  in  the  microlending  field  never  imagined  that 
the  SBA  would  be  the  first  federal  agency  to  support  micro-enterprise,  although  in 
hindsight,  it  makes  perfect  sense.  We  believe  that  the  SBA  Microloan  Demonstration 
Program  is  an  innovative  and  important  federal  policy,  a  major  contribution  to  a  pending 
community  banking  initiative,  and  an  appropriate  niche  for  the  SBA.    It  fills  a  critical 
"market  gap"  for  a  key  segment  of  the  population  and  the  business  environment.  Best  of 
all,  the  SBA  program  is  set  up  as  a  re-lending  program  allowing  local  intermediaries  the 
flexibility  and  decision-making  necessary  to  disburse  these  credits.  Local  intermediaries 
must  continue  to  have  the  authority  to  mike  the  local  loan  decisions  since  they  have 
demonstrated  experience  with  this  very  specialized  lending,  an  intimate  knowledge  of  the 
marketplace,  and  the  ability  to  build  trusting  relationships  with  their  borrowers. 

Though  AEG  has  thus  far  had  a  great  deal  of  success  in  administering  this  program — for 
it  fills  a  much  needed  economic  gap — we  are  concerned  that  this  is  still  a  costly  and 
unstable  program.  In  the  sprit  of  constructive  criticism,  I  would  urge  you  to  consider  the 
following  issues  and  program  changes  so  that  program  will  not  begin  to  dissolve  or 
collapse  under  its  own  weight. 

Issues; 

(1)  The  issue  of  principle  repayment.  Beginning  in  the  second  year  of  the  SBA  loan,  the 
non-profit  organization  such  as  the  Arkansas  Enterprise  Group  must  find  the  principal  to 
repay  the  government  its  loan.  As  you  might  expect,  micro-lending  activity  can  barely 
support  interest  payments  on  the  SBA  loan;  in  no  way  can  it  earn  enough  revenue  to 
support  principle  repayment.  To  be  specific,  AEG  will  have  to  raise  between  $50,000  and 
$100,000  each  year  for  the  next  ten  years  to  pay  back  our  initial  loan  of  $750,000. 

For  the  Demonstration  Program  as  a  whole,  with  $30  million  in  capital  lent  out  by  the  end  , 
of  1994,  100  non-profit  organizations  across  the  country  acting  as  microlenders  for 
Congress  and  for  the  SBA  will  have  to  collectively  raise  $3  million  in  grants  each  year 
for  ten  years  to  repay  the  SBA.  Given  the  difficulty  of  raising  operating  funds,  I  cannot 
imagine  what  collection  of  foundations  and  public-minded  local  corporations  will  be  able 
to  generate  $3  million  in  grant  revenue  for  this  program,  consistently,  for  a  ten  year 
period.  AEG  and  other  programs  will  have  to  repay  their  loans  with  the  loan  itself. 

Absent  any  change  in  this  program  structure,  the  microlending  programs  (and  customers) 
that  Congress  and  the  SBA  are  going  to  such  lengths  to  help  grow  will  begin  to  shrink  in 
the  second  or  third  year  of  their  activity,  for  they  will  be  unable  to  find  sufficient 
principal  to  repay  the  SBA,  and  so  will  repay  the  loan  with  the  loan  itself.  At  the  end  of  a 
few  years,  these  loan  funds  will  disappear,  and  this  relatively  inexpensive  but  high- 
leverage  way  to  create  jobs  and  bring  people  into  the  economy  will  disappear. 

(2)  The  issue  of  risk  As  r  understand  it,  the  lending  capital  of  this  program  is  entirely 
debt  based;  it  is  a  loan  program  based  on  an  initial  loan  from  the  SBA.  In  the  end,  it  is  the 
intermediary  itself  that  shoulders  the  entire  risk  of  this  kind  of  activity.  It  would  seem  that 
there  would  be  some  public  justification  and  public  benefit  for  this  kind  of  economic 
development  activity  in  depressed  and  poor  areas.  At  present,  however,  if  there  are  any 
losses,  the  non-profit  must  still  pay  back  the  loan.  While  I  believe  that  the  program 
should  assume  some  significant  risk,  I  would  argue  that  shouldering  100%  of  the  risk  is 
not  appropriate.  A  legitimate  public  policy  question  is  why  the  government  would  absorb 
80-90%  of  the  risk  for  the  profit-making  private  sector  (as  in  the  SBA  7a  program),  but 
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absorb  0_%_  of  the  risk  in  the  absolutely  non-profitable  micro  lending  environment.  In 
fact,  most  micro-loan  programs  may  actually  be  able  to  demonstrate  that  their  loans  are 
equally,  if  not  less  risky  than  conventional  loans,  given  the  appropriate  mix  of  technical 
assistance  and  support. 

(3)  The  issue  of  upfront  grant  support.  As  you  could  see  from  the  examples  I  shared 
earlier,  the  technical  assistance  and  support  costs  for  making  these  loans  is  substantial. 
Most  of  the  GFF  borrowers,  especially  those  "more  established"  micro-entrepreneurs  that 
request  amounts  over  $5,000,  usually  must  be  shown  how  to  put  together  a  ledger  system 
to  post  their  transactions  and  how  to  estimate  cash  flows.  All  GFF  borrowers  so  far  have 
participated  in  a  business  training  program  to  prepare  their  business  plans.  Before  any 
loan  is  considered,  borrowers  may  need  help  getting  a  lease  signed  or  identifying 
appropriate  vendors.  This  upfront  assistance  can  take  significant  time  and  resources. 
However,  as  the  program  is  currently  structured,  the  grant  support  to  help  cover  these 
costs  is  not  available  until  after  loans  are  made.    Admittedly,  some  loans  are  not  made 
regardless  of  the  technical  assistance  devoted  to  preparing  the  borrower.  However,  it 
would  be  strategic  to  offer  some  portion — at  least  50% —  of  the  grant  support  prior  to 
disbursing  our  loans. 

Strategic  Changes; 

To  remedy  these  basic  "Achilles  Heels"  of  how  the  program  is  presently  structured,  I 
would  propose  the  following  changes  in  the  program: 

(a)  The  term  of  the  loan  should  be  changed  from  ten  years  to  30  years,  just  as  the  Farmers 
Home  Intermediary  Relending  Program  is  structured.  This  will  drop  the  annual 
principle  repayment — and  fundraising  task — from  $3  million  annuallyto  $500,000 
annually.    For  each  individual  program,  it  will  be  a  much  more  manageable  annual 
fundraising  goal. 

(b)  As  compared  to  other  intermediary  loan  programs  and  program  related  investments, 
the  SBA  Microloan  program  has  the  highest  interest  rate.  There  does  not  seem  to  be  a 
public  policy  precedent  to  charge  intermediaries  this  rate,  and  I  would  propose  that  it 
be  dropped  to  the  more  standard  1%. 

(c)  The  SBA  should  consider  forgiving  a  portion  (e.g.  $500)  of  its  loan  each  year  for  each 
job  created  each  year.  For  example,  $500  foregone  per  job  created  is  far  less  than  the 
EDA  target  of  $5,000  per  job.  The  taxes  paid  or  the  government  assistance  support 
savings  are  far  more  than  this  sum. 

(d)  The  SBA  should  split  the  losses  from  this  program  (i.e.,  SBA  75%,  non-profit  25%), 
so  long  as  an  appropriate  process  of  loan  administration,  monitoring,  business 
assistance  and  support  is  demonstrated  for  each  loss  situation,  just  as  the  7(a)  loan 
program  works. 

(e)  Make  all  or  a  portion  of  the  technical  assistance  grant  funds  available  to  the 
intermediary  prior  to  the  disbursement  of  loans  in  order  to  support  the  upfront  T/A 
costs. 

(f)  Streamline  and  simplify  the  administration  of  these  programs  in  order  to  make  them 
more  accessible  to  groups  across  the  country. 
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A  successful  SBA  raicrolending  program  will  have  a  very  positive  impact  on  the  ability 
of  individuals  to  enter  the  mainstream  economy  and  for  small  businesses  to  finance 
expansion  and  growth  opportunities  that  they  cannot  finance  via  existing  institutions. 

Finally,  I  would  like  to  note  that  this  is  a  young  and  exciting  program,  and  there  will  be 
the  first  gathering  of  all  of  the  forty-five  present  participants  in  Washington  in  two  weeks. 
I  am  sure  that  this  gathering  will  bring  to  light  insights  on  how  this  program  might  be 
improved  as  it  grows  and  I  would  like  to  request  that  the  record  for  this  hearing  be  kept 
open  so  that  we  may  submit  the  findings  of  this  gathering. 

I  hope  this  information  has  been  useful  to  you  in  your  exploration  of  this  very  positive, 
innovative  and  high-leverage  program.  Thank  you. 
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The  Chairman.  Julia,  thank  you  very  much. 

Mr.  Storly,  you  have  to  get  that  microphone  very  close  to  you. 
We  all  want  to  hear  what  you  have  to  say. 

STATEMENT  OF  CURT  STORLY,  BUSINESS  MANAGEMENT  SPE- 
CIALIST, NORTHEAST  SOUTH  DAKOTA  ENERGY  CONSERVATION 
CORPORATION 

Mr.  Storly.  Good  morning,  Mr.  Chairman  and  Members  of  the 
Senate  Committee  on  Small  Business,  and  thanks  for  this  opportu- 
nity. Northeast  South  Dakota  Energy  Conservation  Corporation  of 
Sisseton,  South  Dakota  has  borrowed  $120,000  for  the  first  fiscal 
period  of  the  Small  Business  Administration  Microloan  Demonstra- 
tion Program  for  lending  in  its  22-county  service  area  of  northeast 
South  Dakota.  That  is  about  the  northeast  quarter  of  the  State. 

Along  with  the  loan  received  by  NESDECC  from  SBA  we  have 
received  a  $24,000,  or  20  percent  of  loan  funds,  grant  which  is 
being  used  to  provide  technical  assistance  to  the  microloan  borrow- 
ers. So  far,  we  have  basically  loaned  out  all  of  our  funds  but  we 
have  just  drawn  $14,400  on  our  grant  so  far. 

NESDECCs  matching  funds  for  both  the  loan  and  grant  are  we 
have  a  15  percent  loan  match  on  $120,000,  which  is  $18,000;  a  50 
percent  grant  match  on  $24,000,  which  is  $12,000,  so  we  had  a  total 
match  of  $30,000.  The  source  of  these  matching  funds  includes 
grants  and  loans  since  1978  totaling  $1,166,000  from  First  State 
Bank  in  Roscoe;  South  Dakota  Community  Foundation  in  Pierre; 
Community  Services  Administration;  State  Economic  Opportunity 
Office  in  South  Dakota;  South  Dakota  Office  of  the  Governor; 
South  Dakota  Department  of  Commerce  and  Regulation  in  Pierre; 
Northeast  South  Dakota  Community  Action  Program  in  Sisseton, 
which  is  an  associated  organization;  Department  of  Health  and 
Human  Services;  Sisseton  Development  Corporation;  Northwestern 
Public  Service  in  Huron;  Aberdeen  Development  Corporation  in 
Aberdeen,  South  Dakota;  Traverse  Electric  Cooperative  in  Whea- 
ton,  Minnesota;  Rural  Electrification  Administration /East  River 
Electric  Power  Cooperative  in  Madison,  South  Dakota;  Spink  Elec- 
tric Cooperative  in  Redfield,  South  Dakota;  Presbyterian  Church  in 
Sisseton,  South  Dakota;  and  the  Northwest  Area  Foundation  in  St. 
Paul,  Minnesota,  along  with  interest  earned  on  these  funds.  The 
loan  closing  between  SBA  and  NESDECC  occurred  in  September 
1992,  and  the  initial  funds  advanced  by  SBA  were  received  and  de- 
posited on  September  24,  1992. 

Since  the  end  of  September  1992  through  February  18,  1993, 
NESDECC  has  filled  eight  SBA  microloans  plus  one  has  been  ap- 
proved but  not  yet  filled,  and  we  have  since  filled  another  one  as  of 
Monday.  With  that,  we  have  actually  gone  over  the  $120,000;  we 
have  loaned  out  $122,500. 

Because  of  the  short  period  of  time  involved  thus  far,  we  can 
only  look  at  NESDECCs  past  experience  with  defaults  in  its  other 
loan  programs.  NESDECC  was  incorporated  as  a  private  non-profit 
corporation  in  October  1978,  and  its  past  loan  success  rate  has  been 
approximately  95  percent  with  only  5  percent  loss,  which  we  are 
proud  of  when  considering  the  fact  that  NESDECC  is  a  community, 
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social  service-oriented,  non-profit  community  development  corpora- 
tion and  is  basically  a  lender  of  last  resort. 

The  SBA  Microloan  borrowers  include  the  following  types  of  bor- 
rowers. We  have  a  heating  and  air  conditioning  service  business;  a 
craft  production  and  consignment  business;  gas  station /hunting 
and  fishing  supplies;  a  florist,  nursery  and  landscaping;  restaurant; 
gas  convenience  store/agricultural  equipment  repairs;  ceramics 
hobby  store;  refrigeration  equipment  repair,  with  total  closed  loans 
of— my  report  will  show  $91,000  but  it  is  actually  $97,500.  Plus,  we 
have  approved  another  bowling  alley  and  lounge  in  Redfield,  South 
Dakota. 

Our  average  loan  size  has  been  $12,889.  That  will  drop  with  the 
last  one  that  we  have  closed.  Approximately  27  jobs — we  had  pro- 
posed 24  in  our  proposal — were  created  and /or  retained  with  these 
SBA  Microloans  funds,  resulting  in  about  $4,296  in  funds  invested 
per  job.  The  significance  of  creating  or  retaining  27  jobs  in  NES- 
DECCs  22-county  service  area  has  economic  impact  when  consider- 
ing that  the  population  of  this  area  is  162,775  per  the  1990  census, 
and  it  is  a  somewhat  agriculturally-oriented  area. 

Actually,  the  area  really  suffers  greatly  from  out-migration.  The 
population  from  1980  to  1990  dropped  approximately  11.6  percent. 
We  lost  about  20,300  people. 

As  you  will  notice  from  the  total  of  the  closed  approved  loans 
above,  NESDECC  has  $4000  in  Microloan  funds  still  available.  That 
would  be  actually  negative  $2500  but  we  have  already  collected 
about  $3000  so  we  have  re-loaned  another  $2500  out  of  that  $3000 
we  have  collected,  while  we  are  only  a  little  more  than  6  months 
into  this  program  year.  When  applying  for  the  program  it  was  esti- 
mated that  demand  would  be  approximately  $10,000  per  month, 
but  it  has  been  more  than  double  that  amount,  and  it  is  encourag- 
ing to  see  that  the  people's  confidence  is  up.  NESDECC  will  request 
a  second  year  of  funding  of  at  least  $240,000,  which  would  be 
double. 

The  under-estimate  can  be  attributed  partly  to  some  of  the  loans 
coming  in  at  a  bigger  amount.  And  we  do  have  quite  a  reputation 
with  the  bankers  and  different  development  corporations  across  the 
northeast  quadrant,  and  a  lot  of  referrals  have  come  from  banks 
where  they  have  looked  at  the  application  and  then  contacted  us. 

We  are  so  encouraged  by  the  program  that  we  will  be  consider- 
ing making  some  microloans  out  of  our  own  limited  funds  to  finish 
out  this  first  program  year.  We  do  not  want  to  have  to  turn  people 
down. 

Interest  rates  that  the  SBA  microloan  borrowers  pay  through 
NESDECC  have  been  prime — our  rate  that  we  charge — prime  plus 
four  percent.  The  first  two  loans  are  paying  10.5  percent  and  the 
remaining  closed  loans  are  paying  10  percent. 

These  rates  are  about  average  when  considering  that  clients  of 
NESDECCs  loan  guarantee  programs  are  paying  in  a  range  of  ap- 
proximately 8  percent  to  13  percent.  Through  our  loan  guarantee 
program  we  purchase  a  certificate  of  deposit  at  a  bank,  which  they 
hold  as  assigned  as  collateral,  and  it  guarantees  to  our  maximum, 
$20,000,  on  the  outstanding  loan  balance.  The  CD  rates  of  interest 
are  generally  lower  than  loan  rates,  so  at  NESDECC  we  try  to  en- 
hance the  client's  loan  by  asking  the  bank  to  take  into  consider- 
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ation  the  CD  rates  and  give  them  a  break  on  interest,  and  many  of 
them  cooperate  with  that. 

We  are  very  happy  with  the  assistance  and  with  the  Small  Busi- 
ness Administration  in  Washington.  Everybody  has  been  very  help- 
ful and  cooperative,  and  the  people  in  the  district  office  at  Sioux 
Falls  have  been  very  helpful,  too.  We  feel  that  the  demonstration 
program  has  had  a  very  positive  impact  on  the  overall  small  busi- 
ness climate  in  northeast  South  Dakota  and  on  the  small  business 
assistance  programs  of  NESDECC.  We  have  been  able  to  provide 
more  service. 

I  have  provided  an  additional  sheet  on  NESDECC  facts  and  fig- 
ures. I  probably  will  not  read  all  that  right  now,  but  thanks  again 
for  listening  to  us.  And,  hopefully,  you  will  continue  to  support  this 
micro-based  lending.  That  is  all  I  have. 

[The  prepared  statement  of  Mr.  Storly  follows:] 

Northeast  South  Dakota, 
Energy  Conservation  Corporation, 

414  Third  Avenue  East, 

Sisseton,  SD  57262, 

February  25,  1993. 

Small  Business  Committee, 
U.S.  Senate. 

Northeast  South  Dakota  Energy  Conservation  Corporation  (NESDECC)  of  Sisse- 
ton, South  Dakota  has  borrowed  $120,000  for  the  first  fiscal  period  of  the  Small 
Business  Administration  Microloan  Demonstration  Program  for  lending  in  its  22- 
county  service  area  of  northeast  South  Dakota  (northeast  quadrant  of  the  State). 

Along  with  the  loan  received  by  NESDECC  from  the  SBA,  we  have  received  a 
$24,000  (20  percent  of  loan  funds)  grant,  which  is  being  used  to  provide  technical 
assistance  to  the  microloan  borrowers. 

NESDECC's  matching  funds,  for  both  the  loan  and  grant  are  as  follows: 


15  percent  loan  match  $120,000  x  .15 $18,000 

50  percent  grant  match  $24,000  x  .50 12,000 

Total  match $30,000 


The  source  of  these  matching  funds  includes  grants  and  loans  since  1978,  totaling 
$1,166,072  from  First  State  Bank,  Roscoe;  South  Dakota  Community  Foundation, 
Pierre;  Community  Services  Administration;  State  Economic  Opportunity  Office; 
South  Dakota  Office  of  the  Governor;  South  Dakota  Department  of  Commerce  and 
Regulation,  Pierre;  Northeast  South  Dakota  Community  Action  Program,  Sisseton; 
Department  of  Health  and  Human  Services;  Sisseton  Development  Corporation; 
Northwestern  Public  Service,  Huron;  Aberdeen  Development  Corporation;  Traverse 
Electric  Cooperative,  Wheaton;  Rural  Electrification  Administration /East  River 
Electric  Power  Cooperative,  Madison,  SD;  Spink  Electric  Cooperative,  Redfield;  Pres- 
byterian Church;  and  the  Northwest  Area  Foundation,  St.  Paul,  MN;  along  with  in- 
terest earned  on  these  funds. 

The  loan  closing  between  SBA  and  NESDECC  occurred  September  1992,  and  the 
initial  funds  advancec  by  SBA  were  received /deposited  September  24,  1992. 

Since  the  end  of  September  1992,  through  February  18,  1993,  NESDECC  has  filled 
8  SBA  microloans,  plus  1  has  been  approved  but  not  yet  filled.  Because  of  the  short 
period  of  time  involved  thus  far,  we  can  only  look  at  NESDECC's  past  experience 
with  defaults  in  its  other  loan  programs.  NESDECC  was  incorporated  as  a  private, 
nonprofit  corporation  October  9,  and  its  past  loan  success  rate  has  been  approxi- 
mately 95  percent  (only  5  percent  loss),  which  we  are  proud  of  when  considering  the 
fact  that  NESDECC  is  a  community/social  services  oriented  nonprofit  community 
development  corporation,  and  is  basically  a  "lender  of  last  resort."  The  SBA  Micro- 
loan  borrowers  include  the  following  types  of  borrowers: 
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1.  Heating  and  air  conditioning $7,500 

2.  Craft  production/consignment 6,000 

3.  Gas  station/hunting  and  fishing  supplies 8,500 

4.  Florist,  nursery,  and  landscaping 10.000 

5.  Restaurant 25,000 

6.  Gas-convenience  store/agricultural  equipment  repair 15,000 

7.  Ceramics  hobby  store 15,000 

8.  Refrigeration  equipment  repair 4,000 

Total  closed  loans $91000 

9.  Bowling  alley  and  lounge 25,000 

Total  closed/approved  loans $116,000 

Average  loan  size $12,889 


Approximately  27  jobs  have  been  created  and/or  retained  with  these  SBA  Micro- 
loan  funds,  resulting  in  about  $4,296  funds  invested  per  job.  The  significance  of  cre- 
ating/retaining 27  jobs  in  NESDECC's  22-county  service  area  will  have  economic 
impact  when  considering  that  the  population  of  this  area  is  162,775  (1990  census) 
and  is  somewhat  agriculturally  oriented. 

As  you  will  notice  from  the  total  of  the  closed/approved  loans  above,  NESDECC 
has  $4,000  of  SBA  Microloan  funds  still  available,  while  we  are  only  a  little  more 
than  6  months  into  the  first  program  year.  When  applying  for  the  program,  it  was 
estimated  that  demand  would  be  approximately  $10,000  per  month,  but  has  been 
more  than  double  that  amount,  which  is  encouraging  to  see  people's  confidence  up. 
NESDECC  will  request  second  year  funding  of  at  least  $240,000. 

NESDECC  is  so  encouraged  by  the  program  that  we  will  be  considering  making 
some  microloans  out  of  our  own  limited  funds  to  finish  out  this  first  program  yedr. 

Interest  rates  that  the  SBA  Microloan  borrowers  pay,  through  NESDECC  have 
been  prime  plus  4  percent.  The  first  two  loans  are  paying  10.5  percent,  and  the  re- 
maining closed  loans  are  paying  10.0  percent.  These  rates  are  about  average  when 
considering  that  clients  through  NESDECC's  loan  guarantee  program  are  paying  in 
a  range  of  approximately  8-13  percent.  Through  our  loan  guarantee  program  we 
purchase  a  certificate  of  deposit  (CD)  at  that  bank,  which  they  hold  (assigned)  as 
collateral,  guaranteeing  50  percent  (our  maximum  $20,000)  of  the  outstanding  loan 
balance.  CD  rates  of  interest  are  generally  lower  than  loan  rates,  so  NESDECC  tries 
to  further  enhance  client's  loans  by  asking  the  bank  to  take  into  consideration  the 
CD  interest  rate  to  try  to  lower  the  client's  loan  interest  rate.  Many  banks  cooper- 
ate with  this. 

The  U.S.  Small  Business  Administration,  Office  of  Financing,  Washington,  DC, 
has  been  very  helpful  and  cooperative  in  getting  the  Microloan  Demonstration  Plan 
underway.  Their  people  assigned  to  operate  the  program  have  done  an  outstanding 
job.  The  513A  District  Office  from  Sioux  Falls,  SD,  have  been  very  helpful  and  coop- 
erative too. 

The  SBA  Microloan  Demonstration  Program  has  had  a  very  positive  impact  on 
the  overall  small  business  climate  in  northeastern  South  Dakota,  and  on  the  small 
business  assistance  programs  of  NESDECC. 

An  additional  "NESDECC  Facts  and  Figures"  information  sheet  is  attached. 
Please  feel  free  to  contact  NESDECC,  Sisseton,  SD  ((605)  698-7654)  at  your  conven- 


NESDECC  FACTS  AND  FIGURES 

NESDECC  had  made  over  300  loans  to  222  area  businesses. 

NESDECC  had  directly  financed  over  $2  million  in  loan  activity. 

NESDECC  had  received  $1,166,072  in  grants  and  loans  for  the  Revolving  Loan 
Fund  which  had  created  corporate  assets  of  approximately  $1,355,634. 

NESDECC  has  a  collection  rate  of  approximately  95  percent. 

NESDECC  has  assisted  in  creating  or  maintaining  over  727  area  jobs. 

NESDECC  has  a  historical  leverage  ratio  of  3:1. 

NESDECC  had  an  average  participation  of  $6,500  per  loan. 

NESDECC  has  5  primary  activities:  loan  guarantees,  direct  loans,  seed  capital, 
direct  loan  participation,  and  SBA  Microloans. 
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NESDECC  has  participated  in  financing  15  small  scale,  light  manufacturing 
firms,  but  the  major  demand  is  in  the  service,  retail,  arid  wholesale  sector. 

NESDECC  has  created  a  job  for  every  $2,700  in  revolving  loan  fund  expenditure. 

Currently,  NESDECC  has  approximately  110  active  loans.  Totaling  approximately 
$890,000  ($532,660  in  guarantees  and  $356,654  in  direct  loan/dlpp). 

The  Chairman.  Mr.  Storly,  thank  you  very  much  for  being  with 
us  today.  Let  me  ask  you  a  question.  I  do  not  understand  how  your 
guaranteed  loan  program  works,  number  one. 

Number  two,  do  you  use  that  program  in  this  new  SBA  Micro- 
loan  Program?  Do  you  guarantee  loans  under  your  SBA  program? 

Mr.  Storly.  No,  we  do  not. 

The  Chairman.  That  is  the  program  you  have  been  running 
since  1978. 

Mr.  Storly.  Correct.  And  then  we  have  had  small  direct  loans 
along  with  that. 

The  Chairman.  Tell  me  how  that  works.  Does  the  applicant  go  to 
the  bank  and  get  the  money  and  you  guarantee  50  percent  of  the 
loan?  Is  that  the  way  it  works? 

Mr.  Storly.  Basically.  The  client  will  come  in  and  they  are  low 
on  collateral  or  the  banker  is  not  quite  comfortable  with  making 
the  loan,  so  they  will  contact  NESDECC  and  we  will  go  out  and 
meet  with  the  person  and  take  an  application  from  them.  And 
what  we  basically  do  is,  we  have  a  15-member  voluntary  board  of 
directors.  Many  of  them  drive  up  to  75  miles  one  way  to  come  to 
the  board  meetings,  and  six  of  them  are  bankers,  former  or  current 
bankers.  One  is  an  attorney  and  magistrate,  and  the  others  are 
either  current  or  retired  businessmen  and  farmers.  They  consider 
the  loans. 

The  Chairman.  Do  you  make  the  loan  or  does  the  bank  make  the 
loan? 

Mr.  Storly.  The  bank  makes  the  loan  and  we  guarantee  up  to  50 
percent  or  a  maximum  of  $20,000. 

The  Chairman.  And  you  buy  a  CD.  If  the  borrower  is  borrowing 
$10,000  you  buy  a  $5000  CD  and  you  hand  that  to  the  bank  as  col- 
lateral. 

Mr.  Storly.  Correct. 

The  Chairman.  So  you  are  guaranteeing  50  percent  of  it  and  the 
bank  has  a  50  percent  risk.  Is  that  correct? 

Mr.  Storly.  Correct. 

The  Chairman.  Now,  what  do  you  get  out  of  that? 

Mr.  Storly.  We  get  the  CD  interest,  which  is  not  very  great  right 
now. 

The  Chairman.  So  you  are  effectively  guaranteeing  that  loan  for, 
say,  3  percent  right  now. 

Mr.  Storly.  Anywhere  from  3  to  4  percent. 

The  Chairman.  Do  you  have  any  say-so  about  how  much  the 
bank  charges  that  applicant  for  interest? 

Mr.  Storly.  We  cannot  tell  them  because  we  are  not  a  regula- 
tory type  business,  but  we  ask  them  to  consider  the  CD  interest 
rate  when  they  set  up  the  interest  rate  on  the  loan,  and  most  of 
them  cooperate. 

The  Chairman.  On  your  SBA  program,  you  are  now  an  interme- 
diary under  the  SB  As  Microloan  Program;  are  you  not? 

Mr.  Storly.  Correct. 


57 

The  Chairman.  And  you  are  making  direct  loans  with  that  pro- 
gram. 

Mr.  Storly.  Right. 

The  Chairman.  I  just  wonder  if  SBA  would  permit  you  to  make 
loans  with  their  program  on  this  guaranteed  basis  like  you  have 
been  doing  for  the  last  14  years. 

Mr.  Storly.  It  would  definitely  be  a  consideration,  but  so  far,  we 
have  done  somewhat  all  right  on  our  loan  guarantees.  But  the  in- 
quiries have  just — it  is  just  incredible  the  way  they  have  increased. 
They  have  nearly  doubled. 

The  Chairman.  On  your  SBA  loans,  you  are  charging  4  percent 
over  prime? 

Mr.  Storly.  Correct.  So  we  are  at  about  10  percent,  and,  as  she 
had  stated,  we  are  paying  about  6.75  percent  to  the  SBA.  So  we  are 
making  approximately  CD  rate. 

The  Chairman.  Julia,  what  are  you  charging  now  on  these 
loans? 

Ms.  Vindasius.  We  are  able  to  charge  seven  points  above  our 
cost  of  funds,  and  so  on  loans  under  $7500  we  are  charging  13.75, 
and  loans  over  $7500,  12.75. 

The  Chairman.  Julia,  all  the  suggestions  you  make  in  your  testi- 
mony are  excellent,  but  I  must  say  I  think  if  this  program  is  going 
to  succeed,  we  must  maintain  high  credibility  in  it.  And  once  it  be- 
comes a  sort  of  a  grant  program  by  the  government  it  will  lose  its 
credibility. 

One  of  the  things  that  we  have  touted  so  much  is  that  this  is  not 
going  to  cost  anything.  We  are  choosing  intermediaries  who  will 
pay  us  back.  Now,  it  may  cost  us  something  because  if  an  interme- 
diary fails  and  they  are  unable  to  pay  back  their  loan,  obviously, 
we  would  have  to  eat  that. 

The  taxpayers  would  have  to  eat  that.  But  that  is  the  reason  I 
said  we  need  to  be  very  cautious  in  picking  intermediaries. 

We  need  people  with  experience  and  financial  integrity  and  so 
on. 

Ms.  Vindasius.  We  are  just  going  to  need  to  find  credible  grant 
sources  in  order  to  be  able  to  replace  that  capital.  Because  what 
happens  is,  we  generate  demand  for  our  loan  capital,  and  we  are 
going  to  need  to  replace  the  capital  that  we  are  now  borrowing 
from  the  SBA  at  some  point  in  order  to  maintain  the  same  kind  of 
demand 

The  Chairman.  Are  you  continuing  to  operate  your  old  program 
with  foundation  funds  and  bank  funds  and  so  on? 

Ms.  Vindasius.  Actually,  because  we  want  to  get  as  much  of 
this — I  mean,  the  way  to  use  this  program  is  to  get  as  much  of  it 
out  and  lent,  and  so  all  of  our  lending  is  now  coming  out  of  the 
SBA  program  except  for  the  occasional  case. 

We  made  one  loan  this  year  to  a  woman  who  actually  is  incorpo- 
rated as  a  nonprofit,  and  that  is  not  eligible  under  the  SBA  pro- 
gram. So  all  of  our  lending  is  now  using  this  capital. 

The  Chairman.  You  know,  one  of  the  great  things  about  Small 
Business,  this  Committee,  and  the  Small  Business  Administration 
is  that  we  pride  ourselves  on  creating  more  jobs  for  less  money. 
President  Clinton  has  asked  for  $140  million  supplemental,  which 
will  generate  about  $2.5  billion,  the  way  OMB  scores  that  in  7(a) 


58 

loans,  with  guaranteed  bank  loans,  that  is  $12,100  per  job,  by  using 
that  money  for  7(a)  loans.  EDA's  normal  rule  of  thumb  is  that  they 
will  give  you  $5000  for  each  job  you  create.  But  here,  I  would  like 
to  be  able  to  say  that  we  are  doing  better  than  that. 

Mr.  Storly,  I  made  a  quick  calculation  and  you  have  retained — I 
guess  we  would  have  to  say  both  retained  and  created — 27  jobs  at  a 
cost  of  about  $4300  per  job. 

Mr.  Storly.  Correct. 

The  Chairman.  OK.  Senator  Pressler? 

Senator  Pressler.  Thank  you  very  much.  I  think  you  both  have 
made  excellent  grassroots  presentations  here.  Let  me  ask  you  each 
this:  How  did  you  originally  decide  the  geographic  area  that  you 
serve?  I  know  that,  in  both  states,  you  are  serving  areas  where 
there  are  a  lot  of  lower-income  people. 

How  was  your  geographic  area  originally  decided? 

Mr.  Storly.  NESDECC  started  out  of  the  Northeast  South 
Dakota  Community  Action  Program  which  does  home  weatheriza- 
tions,  housing  preservation  and  other  services  for  low-income 
people.  Dakota,  Incorporated  in  Webster  started  somewhat — 
NESCAP  had  been  involved  in  that.  Then,  as  economic  develop- 
ment problems  increased,  they  created  NESDECC. 

NESCAP  had  served  the  10-county  area  of  northeast  South 
Dakota,  so  NESDECC  started  in  the  10-county  area.  Then,  because 
of  demand,  we  just  took  up  the  12  surrounding  counties.  There  is 
not  another  organization  right  now  in  the  State  that  is  taking  care 
of  it,  but  Bob  Hall,  our  Executive  Director,  has  been  meeting  with 
different  people  to  try  to  get  them  started. 

Ms.  Vindasius.  Similarly,  Good  Faith  Fund  has  had  a  seven- 
county  southeastern  Arkansas  target  area,  primarily  because  that 
was  an  area  that  invited  Good  Faith  Fund  to  participate,  that  we 
felt  that  there  was  going  to  be  some  demand  in,  and  it  is  a  very 
high  minority  and  high  low-income,  high  unemployment  area.  We 
are  now  kind  of  ready  to  expand  into  eastern  Arkansas. 

Senator  Pressler.  Mr.  Storly,  do  you  make  loans  to  Indian 
people  up  there? 

Mr.  Storly.  Yes,  we  do. 

Senator  Pressler.  You  do  have  some  loans  to  Indians. 

Mr.  Storly.  Through  the  Microloan  Program,  all  we  have  done 
is — we  have  like  a  brother-stepsister  and  she  is  a  Native  American 
out  of  the  Crow  Creek  Sioux  Reservation.  And  through  our  other 
loan  programs  we  have  assisted  Native  Americans. 

Senator  Pressler.  How  do  you  each  advertise  your  program? 
How  does  the  businessman  find  out  about  you? 

Mr.  Storly.  NESDECC  does  not  do  any  advertising  as  such,  like 
in  the  newspaper  or  anything.  Most  of  ours  is — we  have  approxi- 
mately 90  banks  in  our  northeast  region  and  we  have  worked  with 
over  50  of  them.  And  us  as  business  management  specialists,  we 
travel  as  time  permits  and  meet  with  different  bankers  as  they 
change  and  introduce  our  programs. 

Senator  Pressler.  How  do  you  advertise  yours?  Or  you  do  not? 

Ms.  Vindasius.  We  have  a  very  intensive  outreach  process. 

Senator  Pressler.  Okay.  People  find  out  about  it  somehow. 

Ms.  Vindasius.  We  do  a  lot  of  marketing.  Right. 
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Senator  Pressler.  Now,  I  think  it  is  clear  from  Mr.  Storly's  testi- 
mony that  we  need  to  push  SBA  to  speed  up  disbursements  of 
money.  As  I  understand  it,  many  programs  received  $750,000.  Our 
folks,  you,  Mr.  Storly,  your  organization,  only  asked  for  and  re- 
ceived $120,000  in  loan  money.  Now,  how  much  could  you  use  if,  let 
us  say,  there  were  unlimited  funds  available?  What  dollar  amount 
could  you  put  to  use  without  increasing  your  bad  repayment  rate? 

Mr.  Storly.  I  would  say  we  could  easily  double,  between  dou- 
bling and  tripling.  But  then  there  is  the  matter  of  providing  good 
technical  assistance,  too,  so  you  do  not  want  to  spread  yourself  too 
thin  on  that. 

Senator  Pressler.  What  is  your  rate  of  bad  loans?  How  many  are 
not  repaid? 

Mr.  Storly.  Since  1978,  only  5  percent  have  not  been  repaid.  We 
work  with  the  bankers  on  that,  too.  We  are  pretty  much  full  serv- 
ice. We  have  helped  liquidate  businesses  or  helped  them  work 
through  their  problems,  and  the  bankers  depend  on  us. 

Senator  Pressler.  What  has  been  the  worst  part  of  the  program? 
Have  you  had  some  failures?  What  is  the  worst  part  of  the  pro- 
gram? 

Mr.  Storly.  Of  the  SBA  program? 

Senator  Pressler.  Of  the  Microloan  Program. 

Mr.  Storly.  I  would  say,  in  South  Dakota,  a  lot  of  the  people 
who  want  to  start  a  small  business,  even  this  last  one  that  we  fi- 
nanced, it  is  limited  as  far  as  real  estate  and  refunding  or  refinanc- 
ing. We  have  this  business;  they  borrowed  about  $6500  which  they 
are  going  to  use  as  operating,  but  they  could  have  bought  the  build- 
ing that  they  are  going  to  have  to  lease  for  about  that  much,  too. 
That  would  only  have  been  about  a  $13,000  investment,  plus  it  in- 
volves living  quarters  for  the  people  and  they  are  very  low-income. 

Probably  about  $8000  a  year  income,  a  family  of  about  five. 

Senator  Pressler.  Thank  you. 

The  Chairman.  Senator  Wellstone? 

Senator  Wellstone.  Thank  you,  Mr.  Chairman.  I  want  to  apolo- 
gize to  the  panel  as  I  was  here  earlier  and  then  I  had  to  leave  and 
come  back,  so  I  did  not  get  a  chance  to  hear  your  testimony.  I 
thank  you  for  being  here,  and  I  will  be  a  good  student  and  read  it 
and  think  about  it  and  hopefully  be  able  to  be  in  touch  with  you  if 
I  have  questions.  Thank  you  for  being  here. 

The  Chairman.  Senator  Kempthorne? 

Senator  Kempthorne.  Thank  you,  Mr.  Chairman.  Looking  at 
each  of  your  programs  as  demonstration  programs,  potentially, 
they  could  become  models  for  other  areas  of  the  country.  In  light  of 
that,  could  you  tell  me  what  did  not  work?  What  was  something 
that  you  would  tell  any  other  area,  "Do  not  do  this,"  so  that  we 
can  benefit  from  the  lessons  learned? 

Ms.  Vindasius.  Senator,  we  have  been  around  for  5  years.  This  is 
a  relatively  new  piece  of  what  we  are  doing,  so  I  sort  of  feel  like  we 
have  done  our  demonstration  period  already. 

I  think  what  we  have  done  well  with  this  program  is  that  we 
knew  that  the  SBA  was  willing  to  work  with  us  in  working  out  the 
kinks,  and  we  plunged  ahead  and  on  good  faith  did  this  loan  with 
the  SBA,  and  we  have  had  a  very  good  experience  in  working  with 
the  SBA  office.  There  are  kinks  in  the  program  because  it  is  a  new 
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program,  and  I  know  some  of  my  colleagues  around  the  country 
have  not  been  as  successful  in  getting  their  loan  closed  and  that 
sort  of  thing. 

I  guess  my  advice  to  other  programs  in  terms  of  working  with 
this  SBA  program  is  that  it  is  new  and  we  should  try  it,  because 
the  whole  point  is  to  try  to  get  the  money  out  to  our  customers. 
And  so  to  plunge  ahead  and  really  work  with  the  SBA  office,  be- 
cause I  think  they  are  really  trying  to  work  out  the  kinks  in  the 
program.  I  do  not  know  if  that  makes  sense. 

Senator  Kempthorne.  Mr.  Storly? 

Mr.  Storly.  I  guess  I  was  looking  at  your  question  a  little  differ- 
ently, but  we  always  strongly  advise  people  on  accounts  receivable 
to  watch  their  accounts  receivable.  I  do  not  know  if  that  is  what 
you  were  getting  at  or  not. 

Senator  Kempthorne.  Again,  as  we  hope  to  expand  a  good  pro- 
gram, what  did  not  work?  If  you  were  to  set  this  up  again,  what 
would  you  not  do  again  because  it  was  not  successful? 

Ms.  Vindasius.  I  will  try  again.  What  we  initially  tried  to  be  is 
solely  a  lender  and  assumed  that  there  might  be  other  sources  of 
technical  assistance  if  customers  needed  them.  And  what  we  have 
learned  over  time  is  that  it  really  helps  for  us  to  provide  the  tech- 
nical assistance  to  help  prepare  borrowers  for  their  loans.  So  we 
have  become  increasingly  a  training  and  technical  assistance  orga- 
nization as  well. 

I  think  in  urban  areas  where  there  are  really  more  resources  so 
a  lending  program  can  partner  up  with  other  technical  assistance 
providers,  that  makes  a  lot  of  sense.  In  a  rural  area,  particularly 
for  us,  there  really  were  not  that  many  other  partners  for  us  to 
rely  on,  and  so  we  really  began  to  take  more  seriously  the  need  for 
technical  assistance  and  training. 

In  my  opinion,  an  entrepreneur  who  walks  in  the  door  and  says, 
"I  know  everything  already,"  has  not — for  us,  they  have  not  been 
the  most  successful  entrepreneurs.  The  ones  who  come  in  and 
always  feel  like  there  is  something  to  learn  about  their  business, 
about  their  management  and  marketing  skills,  has  been  a  much 
more  successful  relationship.  So  maybe  watch  for  the  ones  that 
think  they  know  everything. 

Senator  Kempthorne.  So,  in  other  words,  you  now  believe  that 
your  responsibility  does  not  end  once  you  provide  them  that  loan; 
you  need  to  provide  them  technical  assistance  so  that  they  make 
the  best  use  of  that  money  and,  to  an  extent,  enable  them  to  be 
successful. 

Ms.  Vindasius.  Over  the  course  of  the  loan  and  hopefully  after- 
wards. 

Senator  Kempthorne.  Mr.  Storly? 

Mr.  Storly.  I  agree  with  that,  and  that  is  basically  what  I  was 
getting  at,  too,  with  our  loan  loss  rate  on  our  guarantee  program 
where  we  were  not  necessarily  required — we  basically  almost  bend 
over  backwards  whenever  asked.  And  I  have  several  loan  people 
who  I  have  to  go  speak  with  now  that  the  banker  is  having  a  little 
bit  of  problem  with — not  in  the  SBA  program  but  another  one — 
providing  technical  assistance,  not  just  giving  them  the  money  and 
leaving  them  to  sit  out  there. 
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Senator  Kempthorne.  All  right.  Ms.  Vindasius,  in  providing  that 
sort  of  technical  assistance,  do  you  have  the  funds  to  do  that?  What 
are  the  limitations  of  how  you  can  provide  staff? 

Ms.  Vindasius.  I  raise  an  operating  budget  of  just  short  of 
$400,000  every  year  to  support  four  to  six  staff  who  are  both  com- 
munity organizers  and  trainers  and  lenders.  We  do  intensive  out- 
reach. And  I  raise  all  that  operating  money  from  private  founda- 
tions, contributors.  And,  obviously,  a  portion  of  our  earnings  are 
actually  from  not  so  much  loan  interest  earnings,  because  those 
are  relatively  small,  but  primarily  from  idle  funds  interest. 

Senator  Kempthorne.  And  as  you  look  at  the  continuation  of 
this  program,  do  you  have  any  suggestions  for  us?  What  would  you 
like  to  see  changed  that  would  allow  you  to  be  more  successful? 
Mr.  Storly? 

Mr.  Storly.  I  think  I  mentioned  opening  it  up  a  little  bit  on  real 
estate.  They  are  really  free  with  it  other  than  cutting  out  real 
estate  and  partial  refinancing.  I  can  understand  it  in  an  area 
where  you  might  have  to  buy  a  $200,000  or  $500,000  building,  but 
when  you  are  talking  $6500  for  a  building  and  cutting  out  the  lease 
payments,  terming  it  out,  that  would  help. 

Ms.  Vindasius.  Yes.  We  have  a  lot  of  requests  for  people  who 
want  to  buy  a  building,  and  really,  the  requests  are  relatively 
small.  In  a  rural  area  it  does  not  cost  very  much  to  get  into  a  build- 
ing, and  real  estate  is  excluded  from  this  program  and  I  can  see 
some  of  the  reasons  why.  » 

I  guess  the  other  thing  is  the  non-profit  exclusion.  We  finance  a 
lot  of  family  home  day  cares  and  day  care  centers  and  other  people 
who  provide  sort  of  social  service-related  businesses  that  are  essen- 
tial in  the  rural  areas,  and  they  have  to  be  incorporated  as  a  non- 
profit in  order  to  get  the  vouchers  from  the  state.  And  that  is  ineli- 
gible if  they  are  incorporated  as  a  nonprofit  in  our  program  and 
the  SBA  money. 

So  that  might  free  it  up.  On  a  case-by-case  basis,  maybe  to  allow 
for  day  care  providers,  for  example,  to  be  eligible  for  the  SBA  loan. 
That  the  non-profit  status  does  not  prevent  them  from  being  eligi- 
ble but  the  kind  of  business  that  they  provide  gets  considered. 

Senator  Kempthorne.  Ms.  Vindasius,  do  you  believe  that  your 
program — Has  it  saved  jobs?  And  has  it  provided  a  bridge  to  those 
that  may  have  been  losing  their  employment  in  other  areas? 

Ms.  Vindasius.  Absolutely.  I  have  checked  down  my  list  and 
there  are  several  people  who  are  on  welfare  or  some  kind  of  public 
assistance  who  definitely  have  an  ability  to  generate  enough 
income  now.  Our  slogan  at  Good  Faith  Fund  is,  "Make  your  own 
job."  So,  if  there  are  not  job  opportunities  in  the  rural  areas,  it  is 
really  important  for  people  to  patch  together  a  whole  network  of 
ways  to  generate  income.  So  I  would  say,  yes,  they  have. 

Senator  Kempthorne.  Ms.  Vindasius,  final  question  then.  For 
those  that  you  are  working  with  to  get  them  off  of  welfare,  are 
there  current  welfare  problems  because  of  the  qualifications,  that 
perhaps  they  need  a  transition  period  while  they  would  remain  on 
welfare  but  transition  to  the  new  job  as  opposed  to  being  cut  off? 

Ms.  Vindasius.  It  is  a  whole  new  hearing,  Senator,  on  the  wel- 
fare obstacles  to  self-employment.  We  have  been  working  with  our 
Department  of  Human  Services  extensively  for  the  past  3  years, 
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and  although  we  have  a  lot  of  support,  there  is  a  lot  of  gray  area  in 
the  legislation  and  it  is  very  hard  to  pin  down  any  specific  guide- 
lines, at  least  in  Arkansas.  I  know  other  states  have  more  rigid  and 
restrictive  guidelines  about  what  is  eligible  under  welfare.  The 
asset  limitations  and  income  limitations  on  welfare  really  are  ob- 
stacles for  people  who  are  self-employed. 

I  would  say  the  main  obstacle  is  health  care.  Our  few  customers 
that  are  on  welfare  probably  could  do  better  in  their  business,  but 
they  do  not  want  necessarily  to  make  too  much  money  because 
they  have  small  children  and  they  cannot  afford  their  health  care. 

Senator  Kempthorne.  Mr.  Chairman,  thank  you  very  much. 

I  think  the  last  points  that  were  made  there  would  be  very  excit- 
ing to  pursue  from  this  Committee's  perspective. 

The  Chairman.  Senator  Kempthorne,  that  issue  was  raised 
before  you  got  here  by  Senator  Wofford,  and  the  staff  has  since  told 
me  that  Senator  Grassley  has  a  bill  pending  to  address  the  very 
problem  that  Julia  is  talking  about.  It  is  just  crazy  to  kick  people 
off  of  welfare  because  they  are  trying  to  better  themselves  when 
you  are  saying,  "Your  children  will  get  no  health  care  in  the 
future." 

I  mean,  no  self-respecting  mother  or  father — in  my  state  it  is 
only  mothers,  not  fathers — are  going  to  try  to  better  themselves  if 
you  say,  "During  the  lean  years  beginning,  I  am  going  to  kick  your 
children  off  Medicaid."  No  mother  is  ever  going  to  work  if  that  is 
the  criterion. 

Senator  Kohl? 

Senator  Kohl.  I  ask  unanimous  consent  that  my  statement  be  in- 
cluded in  the  record. 

[The  prepared  statement  of  Senator  Kohl  follows:] 

Prepared  Statement  of  Senator  Kohl 

Mr.  Chairman,  I  am  delighted  to  be  here  at  my  first  hearing  as  a  new  Member  of 
the  Small  Business  Committee.  I  am  even  more  delighted  that  my  first  appearance 
on  this  panel  is  to  question  a  Wisconsin  witness. 

I  am  delighted,  but  not  surprised. 

My  State  of  Wisconsin  has  a  healthy  economy  that  is  underpinned  by  small  busi- 
ness. In  fact,  from  1988  to  1990,  Wisconsin  small  businesses  created  100  percent  of 
net  new  jobs  in  the  State. 

And  that  is  why  this  Microloan  Program  is  so  important  to  my  State.  By  provid- 
ing credit  to  those  who  have  trouble  accessing  the  traditional  capital  markets,  the 
Microloan  Program  creates  the  small  businesses  that  create  the  new  jobs. 

In  addition,  I  believe  the  government  loans  made  by  the  Microloan  Program  have 
a  much  better  chance  of  being  paid  back  than  do  other  government  loans.  These 
SBA  loans  go  to  nonprofit  groups  who  further  divide  them  into  "microloans"  to 
small  businesses.  Instead  of  the  Federal  bureaucracy  attempting  to  track  millions  of 
loans  to  millions  of  small  businesses,  we  are  asking  local  groups  to  trace  just  a  few 
small  loans  to  just  a  few  small  businesses.  That  allows  the  nonprofits  to  assure  that 
the  businesses  receiving  microloans  have  the  help  they  need  to  succeed — and  even- 
tually to  pay  off  their  loans. 

The  Microloan  Program  is  especially  effective  in  inner  cities  such  as  the  area  of 
Milwaukee  served  by  the  Women's  Business  Initiative  Corporation.  In  the  inner- 
city,  creative  and  productive  potential  small  business  men  and  women  do  not  often 
have  opportunities  to  build  up  collateral  or  to  establish  a  relationship  with  a  bank. 
It  is  not  that  these  individuals  are  not  credit  worthy.  It  is  that  they  have  never  had 
the  opportunity  to  prove  that  they  are  credit  worthy. 

By  giving  eight  residents  of  inner-city  Milwaukee  that  opportunity,  the  corpora- 
tion has  created  eight  small  businesses  and  hundreds  of  jobs.  Furthermore,  these 
jobs  are  created  with  an  SBA  loan  of  $750,000  and  a  grant  of  $150,000.  Assuming 
that  the  government's  subsidy  rate  for  the  loan  is  about  17  percent — which  I  believe 
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is  pessimistic-we  are  funding  the  corporation  at  about  $277,000.  That  means  we  are 
creating  new  jobs  in  the  Milwaukee  inner-city  for  between  $1,000  and  $2,000  per  job. 
Show  me  another  government  program  that  gets  this  sort  of  immediate  and  cost- 
effective  results! 

Right  now,  Congress  is  focused  on  two  equally  important  goals:  jobs  and  deficit 
reduction.  Some  will  tell  you  that  the  two  goals  are  incompatible.  The  Microloan 
Program  shows  that  they  are  not.  For  very  little  government  money,  the  Milwaukee 
Women's  Business  Initiative  Corporation  achieves  the  sort  of  bottom-line  result  we 
ought  to  demand  from  all  of  our  government  spending. 

Senator  Kohl.  Thank  you  very  much,  Mr.  Chairman.  I  arrived  at 
the  very  tail  end  of  your  testimony.  Just  by  way  of  statistics,  how 
many  loans  have  you  made,  Ms.  Vindasius? 

Ms.  Vindasius.  Our  non-profit  umbrella  has  made  33  loans,  and 
Good  Faith  Fund,  my  program,  has  made  21  of  those  33  loans. 

Senator  Kohl.  And  have  any  of  those  defaulted? 

Ms.  Vindasius.  None. 

Senator  Kohl.  None.  So  your  record  is  perfect. 

Ms.  Vindasius.  Ours  is. 

Senator  Kohl.  Over  a  period  of  5  years,  did  I  hear  you  say? 

Ms.  Vindasius.  This  is  just  of  the  33  loans  made  since  we 
closed — this  is  the  money  we  used  of  the  SBAs — of  the  33  loans  we 
closed  since  August  last  year.  And  then,  over  the  course  of  our  5- 
year  history,  we  have  had  some  defaults,  but  last  year  we  had  no 
net  losses.  And  I  would  say  that  actually,  prior  to  the  SBA  pro- 
gram, our  loan  loss  reserve  policy  was  to  set  aside  10  percent  of  our 
loans  outstanding  for  losses,  and  the  SBA  requirement  is  a  15  per- 
cent loss  requirement.  And  so  we  have  actually  had  to  expense 
more  of  our  loans  outstanding,  but  we  are  having  much  better  per- 
formance on  our  losses. 

Senator  Kohl.  So  your  record  of  achievement  is  very  strong,  very 
positive. 

Ms.  Vindasius.  It  is.  It  has  gotten  better.  It  was  rocky  at  first, 
but  we  have  done  much  better  in  the  last  few  years  as  we  have 
gotten  more  experienced. 

Senator  Kohl.  And  what  about  you,  Mr.  Storly? 

Mr.  Storly.  NESDECC  began  in  1978,  and  since  then  they  have 
had  5  percent  loan  losses,  95  percent  success.  That  is  on — we  have 
made  over  300  loans  to  222  are  businesses.  We  have  averaged  about 
$6500  participation  per  loan.  We  have  leveraged  about  3.1.  We 
have  created  727  area  jobs. 

Senator  Kohl.  But  you  have  95  percent  success? 

Mr.  Storly.  Correct. 

Senator  Kohl.  Which  is  powerful. 

Mr.  Storly.  It  has  been  excellent,  considering  we  are  basically  a 
lender  of  last  resort,  or  we  have  been  and  basically  still  are. 

Senator  Kohl.  That  is  very  impressive. 

Ms.  Vindasius.  Might  I  say  that  I  think  a  lot  of  that  is  because 
we  are  local,  we  know  our  marketplace,  we  know  our  customers, 
and  we  can  develop  a  long-term  relationship  with  them  because  of 
the  assistance  that  we  provide  upfront  and  over  the  course  of  the 
loan. 

Senator  Kohl.  That  is  very  impressive.  Thank  you  very  much, 
Mr.  Chairman. 

The  Chairman.  Julia,  how  is  Dorothy  Quarrels  doing? 

Ms.  Vindasius.  She  is  okay.  She  is  doing  just  find. 
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She  is  now — we  have  moved  our  offices  so  we  are  right  across  the 
street,  so  we  eat  at  Dorothy's  all  the  time  now. 

The  Chairman.  So  you  help  her  out  by  eating  over  there  some- 
times? 

Ms.  Vindasius.  That  is  right.  She  is  actually  doing  quite  well. 
She  has  gotten  some  good  catering  contracts,  which  help  her. 

The  Chairman.  Dorothy  Quarrels  is  the  woman  I  heard  on  NPR 
that  really  is  the  genesis  of  this  whole  thing.  The  Good  Faith  Fund 
first  her  loaned  what,  $1500? 

Ms.  Vindasius.  Yes. 

The  Chairman.  And  she  paid  that  off  and  then  you  loaned  her 
$2200.  A  woman  who  wanted  to  get  in  the  catering  business  and 
she  has  a  little  restaurant  and  so  on.  She  has  paid  both  of  those 
loans  back,  though;  has  she  not? 

Ms.  Vindasius.  Yes.  And  our  program  also  has  a  group — it  is  a 
group-based  program  and  they  have  group  savings  accounts.  She 
has  also  borrowed  from  her  group  savings  account  and  repaid  that 
as  well. 

The  Chairman.  Let  me  ask  both  of  you  just  a  couple  of  quick 
questions.  How  many  loans  do  you  make  per  applicant?  For  each 
one  you  reject,  how  many  do  you  make?  What  is  the  ratio?  And 
you  might  break  that  down.  A  lot  of  lunatics  walk  in  off  the  street 
wanting  money  with  crazy  ideas.  I  practiced  law  in  a  small  town  so 
I  know  how  that  goes.  But  I  am  talking  about  of  those  you  actually 
check  out. 

Ms.  Vindasius.  The  way  our  program  is  structured  we  have  a  lot 
of  intakes,  and  they  are  always  sort  of  on  our  list  of  people  to 
serve.  Of  people  who  actually  come  in  and  participate  in  our  pro- 
gram I  can  count  on  one  hand  and  have  three  fingers  left  over  of 
the  number  of  people  we  have  said  no  to  on  the  loans.  Except  for 
two  cases,  we  have  never  rejected  a  loan  because  we  can  help  them 
prepare  all  the  things  that  they  need  for  their  applicant. 

The  Chairman.  How  about  you,  Mr.  Storly? 

Mr.  Storly.  Historically,  about  27  percent  of  all  applicants  that 
contact  us  actually  apply,  and  of  those,  about  80  percent  are  ap- 
proved, and  of  the  80  percent  that  are  approved  about  two-thirds  of 
them  actually  fill. 

The  Chairman.  One  final  question.  Do  you  take  a  mortgage  on 
the  collateral?  If  Dorothy  Quarrels  is  going  to  buy  an  oven  and  a 
steam  table  with  your  loan,  do  you  take  a  mortgage  on  that  collat- 
eral? 

Ms.  Vindasius.  Yes.  We  started  to  do  that  in  the  last  couple  of 
years.  We  take  a  lien  on  any  equipment  that  is  purchased,  invento- 
ry that  is  purchased,  with  the  loan  proceeds,  but  we  do  not  ask  for 
any  upfront  collateral. 

The  Chairman.  How  about  you,  Mr.  Storly? 

Mr.  Storly.  We  collateralize  quite  well,  and  I  guess  that  helps 
our  rate.  Basically,  it  is  the  inventory  or  equipment  that  they  are 
buying,  personal  guarantees.  Pretty  much  what  a  bank  asks  for. 

Ms.  Vindasius.  I  just  might  add,  Senator  Bumpers,  that  this  pro- 
gram allowed  us  to  expand  our  program  so  that  we  are  not  just 
doing  our  peer  group  program  anymore;  now  we  have  got  direct 
loan  program  as  well,  what  we  are  calling  our  direct  loan  program, 
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for  individual  loans  of  up  to  $25,000.  And  those  loans  we  will  colla- 
teralize a  little  bit  more  heavily. 

But  most  of  our  customers  do  not  really  have  adequate  collateral, 
so  it  is  sort  of  their  old  car  or  something  like  that  we  are  collatera- 
lizing our  loans  with. 

Senator  Wellstone.  Mr.  Chairman,  might  I  ask  one  question  as 
soon  as  you  are  done? 

The  Chairman.  I  am  finished.  Go  ahead. 

Senator  Wellstone.  I  think  I  want  to  ask  the  same  question  that 
I  had  put  to  Mr.  Cox.  I  do  think  that  the  intermediaries  are  kind  of 
critical  to  the  success  of  this  program.  Is  there  anything  more  that 
we  can  or  should  be  doing  to  assure  the  sustainability  of  the  inter- 
mediaries, successful  ones?  I  had  questions  about  longer-term  loans 
or  lower  interest  rates.  I  would  be  interested  in  your  reaction. 

Mr.  Storly.  NESDECC,  we  have  been  pretty  well  satisfied  al- 
though we  would  like  to  have  more  funds  available.  That  was  our 
error  in  not  borrowing  enough.  But  we  feel  that  the  technical  as- 
sistance grant,  we  are  having  a  little  hard  time  spending  it  all 
right  now. 

Ms.  Vindasius.  I  made  a  few  suggestions  in  my  testimony,  al- 
though I  understand  sort  of  what  the  purpose  of  the  SBA  Micro- 
loan  Program  is.  Longer  loans  would  obviously  help. 

Lower  interest  rates  would  help.  But  given  the  way  it  is  struc- 
tured now,  we  are  making  it  work. 

Senator  Wellstone.  Thank  you. 

The  Chairman.  Senator  Moseley-Braun,  do  you  have  any  ques- 
tions of  these  witnesses? 

Senator  Moseley-Braun.  Thank  you,  Mr.  Chairman.  I  have  some 
prepared  remarks,  and  with  your  permission  I  would  like  to  have 
them  made  of  record. 

The  Chairman.  Absolutely.  Without  objection. 

[The  prepared  statement  of  Senator  Moseley-Braun  follows:] 

Prepared  Statement  of  Senator  Moseley-Braun 

Mr.  Chairman,  thank  you  for  calling  this  oversight  hearing  on  the  Microloan 
Demonstration  Program.  I  am  pleased  to  hear  that  Congress  has  already  established 
a  pilot  program;  I  think  microlending  can  make  a  real  difference  in  communities  by 
promoting  entrepreneurship,  and  developing  self-sufficiency  and  employment.  I  also 
serve  on  the  Banking,  Housing,  and  Urban  Affairs  Committee,  and  that  Committee 
recently  held  a  hearing  on  approaches  to  community  development  banking.  Micro- 
lending  was  one  initiative  that  was  widely  praised  by  community  groups  trying  to 
help  their  neighborhoods. 

I  believe  the  witnesses  here  today  will  demonstrate  that  Microloan  programs  can 
be  an  unique  tool  for  making  capital  available  to  people  and  communities  that  have 
traditionally  been  denied  access  to  capital. 

The  President  has  stated  he  wants  to  establish  training  programs  to  help  people 
and  stimulate  economic  development.  He  is  advocating  a  variety  of  creative  ap- 
proaches to  help  residents  of  disadvantaged  communities  get  off  public  assistance. 
In  addition,  the  President  proposed  a  community  development  banking  initiative  to 
help  redevelop  and  revitalize  neighborhoods  that  are  currently  cut  off  from  our  fi- 
nflnrifll  m3.rk.cts 

The  Microloan  Program  is  one  tool  that  can  help  achieve  these  objectives.  It  is  my 
belief  that  the  Microloan  Program,  in  conjunction  with  other  community  develop- 
ment initiatives,  can  help  create  small  businesses  and  employment.  Microloans  can 
make  a  difference  in  people's  lives;  it  can  help  them  change  their  lives,  and  their 
neighborhoods.  . 

In  order  for  this  program  to  work,  however,  the  money  must  reach  the  people. 
The  Small  Business  Administration  has  received  over  $75  million  in  appropriations 
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for  this  program,  but  only  $4  million  has  been  loaned  out  to  community  organiza- 
tions. Of  that,  only  $1.5  million  has  reached  the  individuals  who  really  need  this 
capital  to  start  or  expand  existing  businesses.  Where  is  the  remaining  $73.5  million 
going?  Now,  I  realize  that  not  all  the  intermediaries  have  been  chosen  yet,  which  is 
another  concern  I  have,  but  certainly  more  than  $4  million  can  be  loaned  out.  Pro- 
grams are  useless  if  they  do  not  reach  the  people  they  are  set  up  to  serve.  I  hope  the 
SBA  can  address  this  issue. 

I  also  do  not  want  to  oversell  the  benefits  of  microlending.  It  is  not,  by  itself,  the 
answer  to  the  problems  of  disadvantaged  communities.  It  is  a  tool,  however,  that 
works,  and  it  is  a  tool  that  should  be  in  our  community  redevelopment  arsenal. 

The  microloan  participants  testifying  before  us  reflect  the  flexibility  of  the  Micro- 
loan  Demonstration  Program,  which  is  essential  for  a  lending  program  like  this.  I 
look  forward  to  hearing  from  all  the  witnesses  and  their  suggestions  for  improving 
the  program.  I  know  their  testimony  will  be  of  great  help  to  us  as  we  work  to  make 
access  to  working  capital  possible  for  all  sectors  of  our  economy. 

Senator  Moseley-Braun.  I  guess  I  just  have  one  question. 

I  have  been  trying  to  calculate  the  numbers  here.  What  is  your 
administrative  cost  per  intermediary  for  the  program? 

How  much  did  it  cost  you  to  get  this  money  out  into  the  groups 
that  are  disbursing  it? 

Ms.  Vindasius.  I  am  not  sure  if  I  know  how  to  answer  that  ques- 
tion. We  have  not  calculated  it. 

Senator  Moseley-Braun.  Well,  let  me  tell  you  what  I  have  got 
and  maybe  you  can  help  me.  And  I  do  not  know  if  this 

Ms.  Vindasius.  It  is  expensive. 

Senator  Moseley-Braun.  It  is  expensive.  Can  we  talk  about  how 
expensive  it  is?  I  am  looking  at  numbers  here 

Ms.  Vindasius.  It  is  expensive  for  us  as  an  intermediary.  We 
raise  grant  capital  to  support  the  technical  assistance  and  support 
costs  for  every  loan  that  we  do. 

Senator  Moseley-Braun.  Okay.  So  that  comes  out  of  the  money 
that  you  raise  as  opposed  to  the  appropriated  money. 

Ms.  Vindasius.  It  is  partly— we  are  getting  a  20  percent  grant  on 
the  SBA  loans  that  we  are  making.  That  is  helping  to  support  some 
of  the  technical  assistance  costs. 

And  then  I  raise  independent  grant  capital  to  help. 

Senator  Moseley-Braun.  So,  of  the  public  money  as  distin- 
guished from  the  private  money,  how  much  of  the  public  money 
goes  into  the  cost  of  administration? 

Ms.  Vindasius.  The  full  20  percent  that  we  draw  down  of  grant 
would  go  to  support  our  lending  for  this. 

Mr.  Storly.  That  pretty  much  follows  with  our  community 
action  program.  That  is  basically  what  we  are  budgeted  out  of  the 
community  services  block  grant,  and  that  seems  to  be  very  close,  a 
close  figure. 

Senator  Moseley-Braun.  Would  it  be  possible  for  you  to  get  me  a 
breakdown  on  the  numbers? 

Ms.  Vindasius.  I  can  try. 

Senator  Moseley-Braun.  Thank  you.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much,  Senator. 

Mr.  Storly  and  Julia,  thank  you  both  very  much  for  being  with 
us.  You  have  been  extremely  helpful. 

Our  last  panel  is  Ms.  Lidia  Paz-Beckett,  Ms.  Mary  Mathews  and 
Dr.  John  Else.  Ms.  Paz-Beckett  is  President,  Women's  Business  Ini- 
tiative Corporation  of  Milwaukee.  Ms.  Mathews  is  President  of  the 
Northeast  Entrepreneur  Fund,  Virginia,  Minnesota.  And  Dr.  John 
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Else  is  President  of  the  Institute  for  Social  and  Economic  Develop- 
ment in  Iowa  City,  Iowa. 
Ms.  Paz-Beckett,  your  name  is  first,  so  will  you  please  proceed? 

STATEMENT  OF  LIDIA  PAZ-BECKETT,  PRESIDENT,  WOMEN'S 
BUSINESS  INITIATIVE  CORPORATION,  MILWAUKEE,  WISCONSIN 

Ms.  Paz-Beckett.  Mr.  Chairman,  Members  of  the  Committee,  the 
Women's  Business  Initiative  Corporation  is  a  Milwaukee-based  or- 
ganization offering  small  business  development,  consulting  and  fi- 
nancing services.  With  the  help  of  the  YWCA,  the  Women's  Busi- 
ness Initiative  started  operating  on  May  1,  1989  as  a  non-profit  cor- 
poration whose  purpose  is  to  provide  management  and  technical  as- 
sistance and  small  loans  to  women  for  creating  successful  business 
enterprises  that  meet  their  economic  and  personal  needs. 

While  services  are  designed  to  accommodate  women  of  diverse 
backgrounds,  its  primary  focus  is  women  who  are  either  under-em- 
ployed or  unemployed  and  are  striving  for  economic  self-sufficient 
for  themselves  and  their  families.  In  addition,  we  have  managed  a 
revolving  loan  fund  of  $250,000  since  1990. 

During  our  three  and  a  half  years  of  operation,  over  1000  women 
have  participated  in  the  programs  offered.  We  average  approxi- 
mately 90  inquiry  calls  a  month  regarding  our  services,  and  the 
most  asked  questions  are:  How  do  I  get  started  and  where  do  I  find 
the  capital  to  get  my  business  started? 

Hence,  we  were  very  pleased  on  June  8,  1992  with  the  announce- 
ment that  we  had  been  selected  to  manage  the  SBA  Microloan 
Demonstration  Program  in  Milwaukee.  The  response  was  over- 
whelming. During  the  next  4  months  we  received  over  400  tele- 
phone inquiries  about  the  Microloan  Program. 

Our  contract  with  the  SBA  is  in  the  amount  of  $900,000 — 
$750,000  for  microloans  and  a  $150,000  grant  for  technical  assist- 
ance. We  closed  our  loan  with  the  SBA  on  September  29,  1992,  and 
on  December  2nd,  we  drew  down  our  first  $100,000  for  loans  and 
$20,000  for  technical  assistance.  Two  weeks  later,  we  made  our  first 
two  small  business  loans. 

To  date,  we  have  received  25  applications  requesting  microloan 
funds  for  a  total  of  slightly  over  $500,000.  The  25  applications  are 
from  both  men  and  women.  So  far,  eight  loans  have  been  approved 
by  the  Loan  and  Investment  Committee  for  a  total  commitment  of 
$138,500.  Eight  loan  requests  have  been  declined  and  nine  applica- 
tions are  in  some  phase  of  loan  review. 

The  Microloan  Program  is  targeted  to  the  southeastern  part  of 
Wisconsin,  which  includes  seven  counties  and  the  State's  most  eco- 
nomically distressed  areas.  The  Women's  Business  Initiative's  man- 
agement of  the  Microloan  Program  has  significantly  expanded  the 
number  of  direct  loans  to  self-employed  individuals  who  are  not  yet 
bankable.  This  program  empowers  minority  and  low-income  entre- 
preneurs by  giving  them  the  resources  they  need  to  start  small 
companies. 

For  example,  a  $15,000  loan  to  a  transportation  service  company 
for  the  elderly  and  physically  challenged  is  owned  and  operated  by 
an  African-American  who,  herself,  is  physically  challenged.  The 
loan  was  used  to  modify  the  van  which  will  transport  her  custom- 
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ers.  She  has  hired  her  husband  and  another  individual  as  drivers. 
She  manages  the  business  from  her  home  in  Milwaukee.  She  has 
been  working  with  us  for  the  last  2  years  obtaining  technical  assist- 
ance with  her  business  plan,  marketing,  and  financial  projections. 

Prior  to  the  Microloan  Fund,  we  were  only  able  to  make  maxi- 
mum loans  of  $10,000.  With  the  introduction  of  the  Microloan  Pro- 
gram, we  were  able  to  fully  capitalize  this  small  business  and  her 
start-up  needs. 

It  is  difficult  to  articulate  the  pride  and  expression  on  Brandy's 
face  as  she  and  her  husband  drove  the  van  to  the  Initiative  offices 
to  give  us  a  demonstration  ride.  The  business  has  only  been  in  op- 
eration one  month  and  our  entrepreneur  is  planning  the  next 
phase  of  her  business — a  second  van.  This  business  could  not  have 
started  without  the  help  of  the  Microloan  Program.  As  you  know, 
fund-raising  is  a  constant  requirement  for  all  non-profit  organiza- 
tions, and  the  Initiative  is  no  exception.  The  local  requirement 
match  under  our  microloan  contract  is  $75,000.  To  date,  we  have 
raised  $32,000  from  the  Milwaukee  Foundation,  the  Pettit  Founda- 
tion, Wisconsin  Bell,  and  Miller  Brewing  Company.  We  are  opti- 
mistic that  we  will  reach  our  goal. 

In  1992,  we  received  an  additional  $125,000  for  our  initial  revolv- 
ing loan  fund  from  the  State  of  Wisconsin  Department  of  Develop- 
ment. These  dollars  will  be  used  to  establish  our  loan  loss  reserve. 

The  Initiative's  management  philosophy  is  to  employ  the  skills  of 
experienced  and  professional  trained  business  people  and  to  use  al- 
ternative financing  resources  to  create  successful  micro-businesses. 
Our  management  is  a  small  group  of  four  business  professionals 
who  together  bring  over  30  years  of  business  experience.  My  busi- 
ness degree  is  in  accounting.  I  have  worked  for  both  large  and 
small  companies. 

Prior  to  joining  the  organization,  I  was  a  controller  for  a  rapidly- 
growing  advertising  agency  in  Milwaukee.  I  subsequently  started 
my  own  business,  which  I  had  to  close  because  I  was  under-capital- 
ized, so  I  understand  what  it  is  like  to  be  on  the  other  side. 

Our  fund  manager  was  a  commercial  loan  officer  with  a  local 
bank.  Technical  assistance  is  coordinated  with  our  program  direc- 
tor, whose  background  is  in  broadcasting,  public  relations  and  mar- 
keting. Our  office  manager  is  a  part-time  business  student  major- 
ing in  finance  whose  skills  we  already  are  utilizing  in  tracking  and 
monitoring  our  loans.  A  pool  of  over  100  volunteers  including  law- 
yers, accountants,  bankers,  business  owners  and  other  professionals 
provide  their  support  of  the  program  and  lending  function  by  con- 
sulting with  our  loan  recipients.  The  need  to  develop  a  volunteer 
network  to  satisfy  requests  for  one-on-one  counseling  indicates  that 
demand  actually  exceeds  the  capacity  of  our  staff. 

Our  board  and  the  Loan  and  Investment  Committee  are  active 
partners  in  the  program.  Their  many  years  of  experience  is  invalu- 
able to  our  organization  and  the  individuals  to  whom  we  provide 
services.  This  type  of  organizational  structure  and  focus  is  what 
makes  the  Women's  Business  Initiative  successful  as  an  SBA 
Women's  Business  Ownership  Demonstration  Project,  and  makes 
us  effective  as  an  SBA  Microloan  Demonstration  Program  awardee. 
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Let  me  take  this  opportunity  to  thank  you  for  inviting  me  to 
speak  and  for  your  interest  in  the  work  that  we  are  doing  in  Mil- 
waukee. Thank  you. 

[The  prepared  statement  of  Ms.  Paz-Beckett  follows:] 

Prepared  Statement  of  Liddia  Paz-Beckett 

Mr.  Chairman,  Members  of  the  Committee:  the  Women's  Business  Initiative  Cor- 
poration (WBIC)  is  a  Milwaukee-based  organization  offering  small  business  develop- 
ment, consulting  and  financing  services.  With  the  help  of  the  YMCA;  WBIC  started 
operating  on  May  1,  1989  as  a  nonprofit  corporation  whose  purpose  is  to  provide 
management  and  technical  assistance  and  small  loans  to  women  for  creating  suc- 
cessful business  enterprises  that  meet  their  economic  and  personal  needs. 

While  services  are  designed  to  accommodate  women  of  diverse  economic  back- 
grounds, its  primary  focus  is  women  who  are  either  underemployed  or  unemployed 
and  are  striving  for  economic  self  sufficiency  for  themselves  and  their  families. 

In  addition,  we  have  been  managing  a  revolving  loan  fund  of  $250,000  since  1990. 

During  our  3V2  years  of  operation,  over  1,000  women  have  participated  in  the  pro- 
grams offered.  We  average  approximately  90  inquiry  calls  a  month  regarding  our 
services  and  the  most  asked  questions  are  "How  do  I  get  started?"  and  "Where  can 
I  find  the  capital  to  start  my  business?" 

Hence,  we  were  very  pleased  on  June  8,1992,  at  the  announcement  that  we  had 
been  selected  to  manage  the  SBA  Microloan  Demonstration  Program  in  Milwaukee. 
The  response  was  overwhelming.  During  the  next  4  months,  we  received  over  400 
telephone  calls  inquiring  about  microloan  program. 

Our  contract  is  in  the  amount  $900,000  ($750,000  for  microloans  and  a  $150,000 
grant  for  technical  assistance).  We  closed  on  our  loan  from  the  SBA  on  September 
29,1992  and  on  December  2  we  drew  down  our  first  $100,000  for  loans  and  $20,000 
for  technical  assistance.  Two  weeks  later  we  made  our  first  two  small  business 
loans. 

To  date,  we  have  received  25  applications  requesting  microloan  funds  for  a  total 
request  of  $503,078.  The  25  applications  are  from  both  women  and  men.  So  far,  eight 
loans  have  been  approved  by  the  loan  and  investment  committee  for  a  total  commit- 
ment of  $138,500.  Eight  loan  requests  have  been  declined  and  nine  applications  are 
in  some  phase  of  loan  review. 

The  Microloan  Program  is  targeted  to  the  southeastern  part  of  the  Wisconsin 
which  includes  7  counties  and  the  State's  most  economically  distressed  areas. 

WBIC's  management  of  the  Microloan  Program  has  significantly  expanded  the 
number  of  direct  loans  to  self-employed  individuals  who  are  not  yet  bankable.  This 
program  has  empowered  minority  and  low-income  entrepreneurs  by  giving  them  the 
resources  they  need  to  start  a  small  company. 

For  example,  a  $15,000  loan  made  to  a  transportation  services  company  for  the 
elderly  and  physically  challenged  is  owned  and  operated  by  an  African-American, 
who,  herself,  is  physically  challenged.  The  loan  was  used  to  modify  the  van  which 
will  transport  her  customers.  She  has  hired  her  husband  and  another  individual  as 
drivers.  She  manages  the  business  from  her  home  in  Milwaukee.  She  has  been 
working  with  us  for  the  last  2  years  obtaining  technical  assistance  with  her  business 
plan,  marketing  and  financial  projections. 

Prior  to  the  Microloan  Program,  we  were  only  able  to  make  maximum  loans  ot 
$10,000.  With  the  introduction  of  the  microloan  program,  we  were  able  to  fully  cap- 
italize this  firm's  startup  needs. 

It  is  difficult  to  articulate  the  pride  and  expression  of  accomplishment  this  woman 
projected  as  she  and  her  husband  drove  the  van  to  WBIC  offices  for  a  demonstration 
ride.  The  business  has  only  been  in  operation  1  month  and  our  entrepreneur  is  plan- 
ning for  the  next  phase  of  her  business.  .  .  a  second  van. 

This  business  could  not  have  started  without  the  assistance  of  the  microloan  pro- 
gram. 

As  you  know,  fund  raising  is  a  constant  requirement  for  all  nonprofit  organiza- 
tions and  WBIC  is  no  exception. 

The  local  required  match  under  our  microloan  contract  is  $75,000.  lo  date,  we 
have  raised  $32,000  from  the  Milwaukee  Foundation,  the  Pettit  Foundation,  Wiscon- 
sin Bell  and  the  Miller  Brewing  Company.  We  are  optimistic  that  we  will  reach  our 

In  1992,  we  received  an  additional  $125,000  for  the  revolving  loan  fund  from  the 
State  of  Wisconsin  Department  of  Development.  These  dollars  will  be  used  to  estab- 
lish the  loan  loss  reserve. 
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WBIC  management  philosophy  is  to  employ  the  skills  of  experienced  and  profes- 
sionally trained  business  people  and  to  use  alternative  financing  sources  to  create 
successful  micro-businesses.  Our  management  is  a  small  group  of  four  business  pro- 
fessionals who  together  bring  over  30  years  of  business  experience. 

My  business  degree  is  in  accounting  and  I  have  worked  both  large  and  small  com- 
panies. Prior  to  the  organization,  I  was  the  controller  for  a  rapidly-growing  advertis- 
ing agency  in  Milwaukee.  I  subsequently  started  my  own  business  which  I  had  to 
close  for  lack  of  capital.  So  I  understand  what  its  like  to  be  on  the  other  side. 

Our  fund  manager  was  a  commercial  loan  officer  with  a  local  bank.  Technical  as- 
sistance is  coordinated  by  our  program  director  whose  background  is  in  broadcast- 
ing, public  relations  and  marketing.  Our  office  manager  is  a  part-time  business  stu- 
dent, majoring  in  finance,  whose  skills  are  already  being  utilized  in  the  tracking 
and  monitoring  of  our  loans. 

A  pool  of  over  100  professional  volunteers  (lawyers,  accountants,  bankers,  business 
owners  and  other  professionals)  provide  their  support  of  the  program  and  lending 
function  by  consulting  with  loan  applicants,  clients  which  have  received  financing 
and  reviewing  loan  packages.  The  need  to  develop  a  volunteer  network  to  satisfy 
requests  for  one-to-one-consultation  services  indicates  that  demand  actually  exceeds 
the  capacity  of  our  staff,  given  it  current  resource  level. 

Our  board  of  directors  and  the  loan  and  investment  committee  are  very  active 
participants  in  making  the  program  work.  Their  many  years  of  business  experience 
is  invaluable  to  our  organization  and  the  individuals  we  provide  services. 

This  type  of  organizational  structure  and  focus  is  what  makes  the  women's  busi- 
ness initiative  corporation  successful  as  an  SBA  women's  business  ownership  dem- 
onstration project  and  makes  us  effective  as  an  SBA  Microloan  Demonstration  Pro- 
gram awardee. 

Let  me  take  this  opportunity  to  thank  you  for  inviting  me  to  speak  and  for  your 
interest  in  the  work  we  are  doing  in  Milwaukee.  Thank  you. 

WOMEN'S  BUSINESS  INITIATIVE  CORPORATION  MICROLOAN  DEMONSTRATION  PROGRAM 
[STATISTICS  AND  PROFILE  OF  PORTFOLIO] 


Microloans  made 8 

Urban 7 

Rural 1 

Startups 7 

Expansions 1 

100  percent  woman  owned 6 

Non-veteran 8 

Race: 

African  American 3 

White 4 

Hispanic :. 1 

Total  dollars  loaned $138,500 

Average  loan  amount $17,316 

Average  interest  rate 10  percent 

Average  loan  maturity 15  years 

Use  of  proceeds: 

Working  capital 5 

Supplies 3 

Equipment 4 


Types  of  business  assisted  Jjjjjjj 

Community  based  residential  facility  (home  based) 1  F/T 

Business  and  marketing  consulting  (home  based) 1  F/T 

Hand  binding  and  finishing  work  for  the  printing  industry 18  F/T 

(Commercial  location) 109  P/T 
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Types  of  business  assisted 


Number  of 
employees 


Transportation  firm  for  the  elderly  and  physically  challenged  individuals  (home  based) 1  F/T 

Interior  decorating  trim  (home  based) 1  F/T 

Family  counseling  firm  (commercial  location) 1  F/T 

Dental  practice  (commercial  location) 5  F/T 


WOMEN  S  BUSINESS  INITIATIVE  CORPORATION  BOARD  OF  DIRECTORS 


Susan  Marks,  Chair 

President 

Prostaff  Personnel  Services 

Laura  Strain,  Secretary 

Senior  Vice  President 

First  Bank  Milwaukee 

William  Coleman,  Treasurer 

President 

Coleman  and  William,  Ltd. 

Miriam  Meyer  Allison 

President 

Sunstone  Financial  Group 

Constance  Balthrop 

President/ General  Manager 

WKKV-V100 

Michael  Brophy 

Corporate  Communications  Manager 

Miller  Brewing  Company 

Maria  Monreal  Cameron 

Executive  Director 

Hispanic  Chamber  of  Commerce 

Sheena  Carey 

Consumer  Relations  Specialist 

Wisconsin  Electric  Power  Company 


Donald  Hager 

Director  of  Economic  Development 

Wisconsin  Bell 

Ann  Steinmetz  Harris 

Consultant 

Lawrence  &  Allen 

Lanny  Little 

President 

Norwest  Bank  Wisconsin 

Margaret  Lund 

Attorney 

Cook  &  Franke,  S.C. 

Nancy  Noeske 

Vice  President  Consumer  Relations 

Wisconsin  Electric  Power  Company 

Barbara  Notestein 

State  Representative 

12th  Assembly  District 

Julia  Taylor 

Executive  Director 

YWCA  of  Greater  Milwaukee 

Lidia  Paz-Beckett,  President 

President 

Women's  Business  Initiative  Corporation 


WOMEN  S  BUSINESS  INITIATIVE  CORPORATION  LOAN  AND  INVESTMENT  COMMITTEE 


Dave  Geisthardt 

Consumer  Affairs 

Wisconsin  Electric  Power  Company 

Sally  Crivello 

Regional  Claims  Manager 

MGIC 

Michael  McDonagh 

Attorney 

von  Briesen  &  Purtell,  S.C. 

Billie  Sillas 

Consumer  Relations  Specialist 

Wisconsin  Electric  Power  Company 

Tom  Detienne 

Business  Banking  Officer 

FIRSTAR 

Miriam  Meyer  Allison 

President 

Sunstone  Financial  Group 


Karen  Lee 

Mortgage  Loan  Officer 

Marshall  &  Ilsley  Bank 

Barima  Opong-Owusu,  CPA 
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The  Chairman.  Thank  you  very  much. 
Ms.  Mathews? 

STATEMENT  OF  MARY  MATHEWS,  PRESIDENT,  NORTHEAST 
ENTREPRENEUR  FUND,  INCORPORATED,  VIRGINIA,  MINNESOTA 

Ms.  Mathews.  Thank  you,  Mr.  Chairman,  and  Members  of  the 
Committee.  We  are  very  pleased  to  be  part  of  the  SBA  Microloan 
Demonstration  Program  and  thank  you  for  the  opportunity  to 
appear  before  you  to  talk  about  our  experience  this  morning. 

The  Northeast  Entrepreneur  Fund  is  a  private,  non-profit,  self- 
sufficiency  fund.  We  serve  seven  counties  in  rural  northeastern 
Minnesota.  The  Entrepreneur  Fund  was  formed  in  1989  with  an  af- 
filiated corporation,  Northeast  Ventures,  to  provide  access  to  cap- 
ital for  small  business  growth  and  diversification  in  the  region.  Our 
affiliate  corporation,  Northeast  Ventures,  is  an  equity  fund  that 
makes  investments  in  companies  with  a  potential  for  significant 
growth  in  the  region. 

Since  November  1989,  the  Entrepreneur  Fund  has  helped  start 
68  micro-enterprises  and  helped  an  additional  43  small  businesses 
stabilize  or  expand  their  operations.  Some  of  those  early  successes 
are  now  expanding.  We  provide  extensive  training  and  consulting 
in  addition  to  financing.  To  date,  we  have  made  64  loans  totaling 
$287,000,  including  our  SBA  loans. 

Of  the  businesses  that  we  helped  start  or  stabilize  in  1990,  84 
percent  of  those  are  still  in  operation  today  and  providing  incomes 
for  their  families.  Our  customers  are  unemployed  and  under-em- 
ployed men  and  women  in  northeastern  Minnesota.  Most  of  them 
are  low-income;  30  percent  of  them  are  on  public  assistance.  They 
have  little  or  no  business  experience.  And  we,  as  a  region,  do  not 
have  a  history  of  being  entrepreneurs.  Our  first  choice  is  to  be  em- 
ployed by  the  mining  company  or  some  other  large,  remotely- 
owned  business  in  the  region.  Self-employment  is  a  new  option  for 
our  region  which  allows  people  to  continue  to  live  where  they 
choose  to  live. 

The  Entrepreneur  Fund  received  a  $200,000  loan  from  the  SBA 
Microloan  Program.  We  closed  our  loan  in  August  and  closed  our 
first  loan  with  the  proceeds  in  September.  We  have  made  seven 
loans  to  five  borrowers  for  a  total  of  $15,088.  We  have  approximate- 
ly six  loans  that  are  pending  at  this  point  and  in  the  pipeline.  Our 
smallest  loan  to  date  is  $600;  our  largest  is  $6,003.  Three  are  to 
start-ups,  two  are  existing  businesses.  All  of  our  loans  are  current 
within  this  program,  and  no  delinquencies  or  defaults  have  oc- 
curred. 

Our  technical  assistance  grant  was  $40,000.  The  technical  assist- 
ance and  support  we  provide  to  entrepreneurs  is  critical  to  the  suc- 
cess equation.  The  loan  helps  execute  a  well  thought-out  plan.  It  is 
only  the  middle  step  in  a  long  process. 

One  of  the  SBA  borrowers  is  a  woman  named  Teresa  Sundholm. 
In  1990,  she  and  her  husband  purchased  a  bar  and  convenience 
start  in  Finland,  Minnesota,  which  is  a  very  rural  community  on 
the  North  Shore  in  northeastern  Minnesota.  We  made  two  loans  to 
them  totaling  $8,000  last  September  for  restaurant  equipment  and 
inventory  to  expand  the  business  to  include  food  service.  Teresa's 
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extended  family  helped  build  a  building  addition  to  house  the 
dining  room  and,  in  time,  they  plan  to  renovate  and  rent  out  four 
cabins  located  on  their  property. 

Teresa  is  a  professional  musician.  She  has  taught  music  and  she 
is  currently  a  part-time  violinist  with  the  Duluth/Superior  Sym- 
phony Orchestra.  Her  husband  is  a  logger. 

Both  of  them  have  been  under-employed  and  unemployed  for  a 
number  of  years.  The  only  collateral  available  for  this  loan  in  addi- 
tion to  the  restaurant  equipment  was  the  family's  musical  instru- 
ments, which  they  pledged  to  this  loan,  and  they  are  very  commit- 
ted to  the  project. 

The  restaurant  opened  in  November  and  is  exceeding  their 
income  projections.  It  has  been  a  good  winter  for  snowmobiling  and 
they  are  located  right  on  the  snowmobile  trail  next  to  the  Baptism 
River  in  Minnesota. 

The  second  borrower  I  would  like  to  talk  about  is  a  couple, 
Sophie  and  Lane  Peterson.  Laneco  Engraving  is  a  10-year  old  busi- 
ness located  in  Sophie  and  Lane's  home  north  of  Cook,  Minnesota. 
They  engrave  signs,  badges,  and  trophies  for  a  local  and  national 
market.  Income  from  the  business  augments  Lane's  social  security 
check.  Last  year,  they  identified  a  market  opportunity  in  response 
to  signage  needs  created  by  the  Americans'  Disability  Act.  We 
loaned  them  $861  to  purchase  new  marketing  materials  to  capital- 
ize on  the  opportunity.  , 

While  they  have  equity  in  their  home,  they  have  been  slow  to 
pay  bills  at  times  in  their  history,  and  without  a  guaranteed  source 
of  income, — that  is,  a  job  with  a  regular  paycheck — the  banks  are 
unwilling  to  loan  them  any  money. 

However,  their  sales  increased  25  percent  last  year  and  they  are 
ahead  of  projections  for  the  first  2  months  for  this  year. 

Two  additional  loans  we  have  made,  one  was  to  a  floral  shop  and 
the  other  is  to  a  person  who  conducts  racial  diversity  workshops. 

We  are  very  pleased  with  the  way  the  program  is  operating  so 
far,  and  a  number  of  the  speakers — when  I  think  about  potential 
comments  or  the  things  we  would  request  that  you  look  at  as  this 
program  goes  further,  the  thing  we  would  like  to  stress  for  you  is 
that,  as  the  economy  in  this  country  changes,  the  demands  on  us  as 
micro-enterprise  programs  have  continued  to  grow.  And  how  will 
we,  as  a  country,  continue  to  fund  these  programs  over  the  long 
term? 

With  the  SBA  Microloan  Demonstration  you  have  made  a  signifi- 
cant investment  in  micro-enterprise  and  we  think  it  has  been  a 
wise  investment.  And  I  would  like  to  ask  that  you  work  with  us  as 
an  industry,  perhaps  through  our  trade  association,  the  Association 
for  Enterprise  Opportunity,  to  develop  a  long-term  sustainability 
plan  for  these  programs,  both  for  grant  operating  program  support 
and  for  loan  funds.  And  one  of  those  questions  that  we  certainly 
need  to  discuss  is  how  to  continue  to  re-fund  loan  funds  as  the  SBA 
loans  are  repaid  so  that  we  may  continue  the  work  that  we  are 
doing. 

Finally,  I  would  like  to  share  with  you  that  today  is  a  message  of 
a  hope,  that  more  and  more  in  northeastern  Minnesota  people  are 
seeing  self-employment  and  micro-enterprise  as  a  viable  opportuni- 
ty and  an  option  to  gain  control  over  their  economic  future.  I 
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thank  you  for  this  opportunity  to  speak  today  and  for  your  invest- 
ment. Thank  you. 

[The  prepared  statement  of  Ms.  Mathews  follows:] 
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Mr.  Chairman,  and  members  of  the  Committee,  thank  you  for  the  opportunity  to  appear 
before  you  this  morning  to  talk  about  our  experience  with  the  Small  Business  Administration's 
Microloan  Program. 

The  Northeast  Entrepreneur  Fund  is  a  private,  non-profit,  self-sufficiency  fund.  We 
serves  7  counties  in  northeastern  Minnesota.  It  is  a  rural  region,  larger  than  the  state  of  New 
Hampshire,  with  300.000  people.  Our  economy  is  cyclical  and  natural  resource  based.  We  are, 
by  history,  employees  not  employers.  Our  first  employment  choice  is  a  good,  secure,  lifetime 
job  with  the  mining  company.  The  last  13  years  have  seen  the  largest  economic  dislocation  our 
region  has  known.  We've  lost  many  thousands  of  jobs,  lots  of  tax  base,  and  population.  We  arc 
second  and  third  generation  immigrants  with  a  strong  work  ethic  and  we  place  a  high  valuc,on 
education. 

We  arc  at  a  turning  point —  there  arc  fewer  good  jobs  and  we  arc  loosing  faith  that  strong 
work  ethic  and  an  education  can  make  a  difference.  Poverty  and  welfare  roles  arc  increasing. 
Unless  we  help  people  discover  choices  and  hope  for  a  brighter  future,  our  first  generation 
welfare  recipients  will  become  multi-generational  welfare  families. 

The  Entrepreneur  Fund  was  formed  in  1989,  with  an  affiliate  corporation  Northeast 
Ventures,  to  provide  access  to  capital  for  small  business  growth  and  diversification  in  the  region. 
Our  affiliate,  Northeast  Ventures,  is  an  equity  fund  that  makes  investments  in  companies  with 
a  potential  for  significant  growth 

Since  November  of  1989,  the  Entrepreneur  Fund  has  helped  start  68  microcntcrpriscs  and 
helped  an  additional  43  small  businesses  stabilize  or  expand  their  operations.  Some  of  those 
early  successes  arc  now  starting  to  expand.  We  provide  extensive  training  and  consulting  in 
addition  to  financing.  To  date,  wc  have  made  64  loans  to  businesses,  totaling  $287,000  including 
the  SBA  microloans 
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The  Entrepreneur  Fund  received  a  $200,(100  loan  from  the  SBA  Microloan  program.  We 
closed  our  loan  in  August  of  1992  and  closed  our  first  loan  with  the  proceeds  in  September.  We 
have  made  7  loans  to  5  Borrowers,  for  a  total  of  $15,088.  The  smallest  loan  is  $599.50;  the 
largest  $6003,  with  an  average  of  $2200  per  loan.  All  the  loans  are  current;  no  delinquencies 
or  defaults  have  occurred.  The  matching  funds  for  our  loan  loss  reserve  came  from  an  existing 
loan  fund  grant  from  the  Northeastern  Minnesota  Initiative  Fund.  The  Initiative  Fund,  which  is 
a  regional  foundation,  agreed  to  designate  a  portion  of  their  grant  for  this  project. 

Our  technical  assistance  grant  is  $40,000.  The  matching  funds  for  the  grant  have  come 
out  of  our  program/operating  grants  from  the  Ford  and  Mott  Foundations.  The  technical 
assistance  and  support  we  provide  to  entrepreneurs  is  critical  to  the  success  equation.  Our 
customers  typically  have  little  experience  in  business  or  in  producing  their  product  or  service. 
The  loan  helps  execute  a  well  thought  out  business  plan.    It's  the  middle  step  in  a  long  process. 

I  would  like  to  share  with  you  a  little  about  4  of  the  Borrowers  who  have  received  their 
loans  through  the  SBA  Microloan  Demonstration. 

Teresa  Sundholtn 

In  1990,  Teresa  and  her  husband  purchased  (on  a  contract  for  deed)  a  bar  and  convenience 
store  in  Finland,  Minnesota.  We  made  them  2  loans,  totaling  $8028,  last  September  for 
restaurant  equipment  and  inventory  to  expand  the  business  to  include  food  service.  Teresa's 
extended  family  helped  build  a  building  addition  to  house  the  dining  room.  In  time,  they  plan 
to  renovate  and  rent  out  four  cabins  located  on  their  property. 

Teresa  is  a  professional  musician.  She  has  taught  music  and  is  a  part  time  violinist  with 
the  Duluth/Supcrior  Symphony  Orchestra.  Her  husband  is  a  logger.  Both  have  been 
underemployed  for  more  than  a  year.  The  only  collateral  available  for  the  loan,  in  addition  to 
the  restaurant  equipment,  was  the  family's  musical  instruments.  They  voluntarily  pledged  the 
instruments  to  the  loan. 

The  restaurant  opened  in  November  and  is  exceeding  Teresa's  income  projections.  Its 
been  a  good  winter  for  snowmobiling.  They  arc  located  next  to  the  Baptism  River  on  a 
snowmobile  trail. 
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Sophia  and  Lane  Peterson 

Lancco  Engraving  is  a  10  year  old  business  located  at  Sophia  and  Lane  Peterson's  home 
north  of  Cook.  They  engrave  signs,  badges,  and  trophies  for  a  local  and  national  market. 
Income  from  the  business  augments  Lane's  Social  Security  check.  Last  year  they  identified  a 
market  opportunity  to  respond  to  signage  needs  created  by  the  American's  Disability  Act.  We 
loaned  them  $Rnl  to  purchase  new  marketing  materials  to  capitalize  on  the  opportunity. 

While  they  have  equity  in  their  home,  they  have  had  been  slow  to  pay  bills  at  times,  and 
without  a  guaranteed  source  of  income  (job  with  a  regular  paycheck)  banks  are  unwilling  to  loan 
money.  Their  sales  increased  25%  last  year  and  they  are  ahead  for  the  first  2  months  of  this 
year. 

Cindy  Craig 

Cindy  started  Northland  Floral  and  Gifts  in  Duluth  in  August  of  1990.  An  $8000  loan 
from  the  Entrepreneur  Fund  purchased  the  materials  for  a  walk-in  cooler.  During  1992,  Cindy 
doubled  the  size  of  her  store.  In  December,  we  loaned  her  $3000  on  a  90  day  note  to  purchase 
Christmas  inventory  and  $2000  to  complete  the  renovation  of  the  store's  heating  system.  As  a 
profitable  business  with  a  two  year  history,  she  could  not  get  a  bank  loan  for  this  small  amount 
of  money. 

Cindy  employs  10  people.  Today,  the  business  is  the  sole  source  of  income  for  her 
family  of  6. 

Arbara  Tawwab 

Arbara  Tawwab  is  the  owner  of  the  Institute  of  Self- Improvement  Services,  located  in 
Duluth.  ISIS  is  a  training  and  resource  center  for  personal  and  organizational  change.  She 
conducts  racial  diversity  workshops  for  Federal  prison  inmates,  schools,  and  targeted  low  income 
populations.  We  provided  her  a  $600  loan  for  working  capital  and  to  pay  for  production  of  an 
informational  video.  The  business  supplements  her  income  from  a  minimum  wage  job  in  tele- 
marketing. 
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IMPACT  ON  THE  REGION 


The  impact  of  microcntcrprise  development  on  Northeastern  Minnesota  is  clear  not  only 
for  the  number  of  businesses  helped,  but  also  for  the  180  jobs  that  have  been  created  or  retained 
by  those  businesses.  Six  business  owners  have  gotten  off  welfare.  Several  of  our  customers 
have  found  jobs  rather  than  starting  a  business,  and  have  reported  to  us  that  they  are  better 
employees  following  their  business  development  training.  Others  have  chosen  to  return  to  school 
for  additional  education  before  making  a  career  choice.  We  consistently  see  examples  of 
enhanced  personal  and  business  skills.  Self  esteem  levels  rise  as  our  customers  practice  making 
knowledgeable  decisions,  and  accomplish  small  steps  in  their  business  development  process.  One 
of  those  decisions  may  be  to  not  start  a  business,  or  to  postpone  it — that,  too,  is  a  successful 
outcome. 

SUGGESTIONS  FOR  CHANGES,  MODIFICATIONS 

It's  now  six  months  since  we  closed  our  loan  with  the  SBA.  My  thoughts  and  suggestions 
for  improving  the  microloan  program  arc  general  in  nature  but  may  help  to  form  a  context  for 
future  discussions. 

1  The  reporting  and  administration  requirements  of  the  program  are  complex  and  time 

consuming.  We  ask  that  the  SBA  strive  to  reduce  or  simplify  reporting  requirements  and  that 
the  program  implications/costs  for  retroactive  requirements  be  considered  before  they  are 
mandated.  The  administrative  cost  per  loan  is  the  same  whether  the  loan  is  $600  or  $25,000. 
Our  small  loans  generate  little  interest  income,  and  we  are  subsidizing  a  high  loan  administration 
cost  with  program  dollars.  We  also  ask  that,  to  help  cover  the  cost  of  administration  on  small 
loans,  that  cither  the  interest  rate  on  our  loan  from  the  SBA  be  further  reduced  or  the  allowance 
of  some  grant  money  to  be  used  for  administration.  (The  interest  rate  on  FHA  loans  to 
intermediary  lenders  is  \%.) 

2.  Our  customers  arc  charged  fees  for  business  development  services.  The  fees,  which  start 

at  $5  per  hour,  arc  based  on  family  income  and  size,  and  the  distance  the  customer  travels  to 
meet  with  their  Business  Consultant.  The  fees  are  part  of  our  program  philosophy  and  we  feel 
strongly  enough  about  them  that  we  have  separated  our  process  into  prc-loan  training  and  post- 
loan  training.  Our  SBA  grant  monies  are  applied  to  post-loan  training.  Fees  are  no  longer 
charged  as  a  customer  enters  the  loan  process. 

Our  customers  place  more  value  on  the  services  they  pay  for.  Often,  their  fee  is  the 
largest  financial  commitment  they  can  make  to  their  business  in  the  beginning.  We  request  that 
we  be  able  to  charge  fees  for  all  training  and  consulting  services. 
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3.  1  understand  that  more  than  100  microentcrprise  programs  exist  today  in  the  United  States. 
If  you  looked  closely  at  each  program,  there  arc  probably  100  program  variations.  The  book 
Widening  the  Window  of  Opportunity,  recently  written  by  Shorebank  and  published  by  the  Mott 
Foundation,  outlines  program  variables.  Those  variables  include  the  business-readiness  and 
experience  of  the  target  population,  their  welfare  history,  the  size  and  types  of  loans  provided, 
the  methods  of  loan  disbursement  (individual  or  group),  and  the  amount  and  types  of  training 
provided  by  the  organization.  Each  of  these  variables  change  the  program  cost  per  business  and 
loan  fund  performance  results. 

Most  microentcrprise  funds  are  grassroots  organizations,  developed  because  of,  and  out 
of,  the  needs  of  the  community.  Their  program  individuality,  while  being  responsive  to  local 
needs  and  culture,  makes  it  difficult  to  describe  the  industry  as  a  whole.  The  common  thread 
among  all  organizations  is  microentcrprise  training  and  lending,  and  providing  opportunity  for 
people  who  arc  being  left  out  of  the  free  enterprise  system.  How  it  is  achieved  is  unique  to  each 
community. 

To  gain  credibility  as  an  industry  we  must  be  held  to  appropriate  performance  standards. 
However  within  those  standards  let  us  encourage  each  other  to  strive  for  continuous 
improvement.  Unless  standards  arc  flexible  and  recognize  the  differences  within  this  industry, 
we  risk  having  quality  programs  change  to  meet  the  standard  rather  than  continuing  to  meet  the 
community  need.  » 

4.  As  this  country's  economy  changes,  the  demands  on  microentcrprise  programs  continue 
to  grow.  President  Clinton  has  talked  about  starting  more  microenterprise  programs.  How  will 
wc,  as  a  country,  fund  these  programs  over  the  long  term — and  microenterprise  is  a  long  term 
solution.  Foundation  sources,  though  generous  to  date,  typically  provide  start  up  funding  for 
demonstration  projects,  not  long  term  operating  funding. 

With  the  SBA  Microloan  Demonstration  Program,  the  Congress  and  the  SBA  have  made 
a  significant  investment  in  microentcrprise.  Wc  think  that  it  has  been  a  wise  investment.  I  ask 
that  you  work  with  us  as  an  industry,  through  the  Association  for  Enterprise  Opportunity,  to 
develop  a  long  term  sustainability  plan  for  microentcrprise  programs.  One  area  of  discussion  is 
how  to  re-fund  loan  funds  as  the  SBA  loans  arc  repaid  so  the  work  of  these  programs  may 
continue. 

What  I  want  to  share  with  you  today  is  a  message  of  hope  —  that  more  and  more,  in 
northeastern  Minnesota,  people  are  seeing  self-employment  and  microenterprise  as  a  viable 
opportunities  and  an  option  to  gain  control  over  their  economic  future.  Thank  you  for  this 
opportunity  to  speak  to  you  today  and  for  your  investment  in  microenterprise. 
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The  Northeast  Entrepreneur  Fund  is  a  non-profit  corporation  whose  mission  is  to  foster  an 
entrepreneurial  spirit  and  encourage  self-sufficiency  through  the  growth  of  small  business  and 
sclf-cmploymcnt  opportunities  in  Northeastern  Minnesota.  The  Entrepreneur  Fund  helps 
unemployed  and  underemployed  men  and  women  throughout  a  7-county  region  develop  their 
business  ideas  for  starting  or  expanding  small  businesses  through  individual  consulting,  classroom 
naming  and  financing. 

The  Entrepreneur  Fund  targets  very  small  businesses — those  which  provide  self-employment  for 
the  business  owner,  with  perhaps  several  employees.  The  Entrepreneur  Fund  illustrates  the 
integration  of  the  economic  development  and  human  service  sectors  by  emphasizing  the 
development  of  the  business  owner,  not  just  the  business  deal.  We  provide  a  nurturing, 
supportive  environment  within  a  professional,  business-like  framework. 


RESULTS  FROM  THE  FIRST  38  MONTHS  OF  OPERATION 

Contacts  with  potential  customers  during  the  first  38  months  of  operations:    1,590 

Initial  interviews  /  first  meetings  with  customers:    705 

Potential  or  existing  business  owners  who  started  the  consulting  process:    367 

New  small  business  start  ups:    65 

Existing  small  businesses  receiving  help  /  stabilized:    42 

Entrepreneur  Fund  loans  approved:    31  Number  disbursed:    29 

Total  amount  of  loans  approved:    $308,540         Additional  loan  dollars  leveraged:    $249,000 

Number  of  Micro  Loans  approved:    21  Amounts  Disbursed:    $12,681.95 

Seventeen  of  the  loans  have  been  made  to  businesses  in  communities  with  less  than  2500 
people. 

Total  number  of  jobs  created/retained:    180 

Number  of  active  /  ongoing  customers:    78 

Types  of  businesses:    37%  manufacturing,  43%  service,  and  20%  retail.     43%  are 
tcchnoloey-bascd. 
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Northeast  Entrepreneur  Fund,  Inc. 
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CUSTOMER  PROFILE 


Residence  by  County 

Aitkin 

Carlton 

Cook 

Itasca 

Koochiching 

Lake 

St.  Louis 

Other 


#  Initial  Interviews  /  #  Start  or  Stabilize  /   #  Loans 
18 

47 


56 

5 

31 

534 

12 


2 

3 

6 

0 

1 

0 

9 

3 

0 

0 

7 

2 

32 

23 

0 

0 

Household  Income  Levels  /  Active  Customers 

Less  than  510,000  45% 

SI  0,000- 15,000  15% 

$15,001-20,000  13% 

$20,001-25,000  7% 

$25,001-30,000  5% 

More  than  $30,000  15% 


Customer  Gender 

Male 

Female 


#  Initial  Interviews  /  #  Start  or  Stabilize  /  #  Loans 


406 
299 


55 
52 


14 

17 


Race  /  Ethnicity 


Caucasian 

81% 

Native  American 

9% 

Asian 

2% 

African  American 

1% 

Hispanic 

2% 

Other 

2"'r 

For  More  Information.  Contact: 

Northeast  Entrepreneur  Fund,  Inc. 

Olcott  Plaza 

820  Ninth  Street  North 

Virginia,  Minnesota  55792 

218-749-4191  or  1-800-422-0374  (MN  only) 
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The  Chairman.  Thank  you,  Ms.  Mathews. 
Mr.  Else? 

STATEMENT  OF  JOHN  F.  ELSE,  PRESIDENT,  INSTITUTE  FOR 
SOCIAL  AND  ECONOMIC  DEVELOPMENT,  IOWA  CITY,  IOWA 

Mr.  Else.  Mr.  Chairman  and  distinguished  Members  of  the  Com- 
mittee, I  appreciate  the  opportunity  to  come  and  speak  with  you 
today. 

The  SBA  Microloan  Program  contains  two  distinct  sub-programs. 
Most  grants  went  to  intermediaries  who  receive  loans  to  on-lend 
borrowers,  and  those  are  represented  by  the  persons  who  have  tes- 
tified already.  I  represent  the  second  sub-program,  of  which  there 
were  two  grants  originally,  the  grants  to  what  SBA  is  calling  non- 
intermediaries  to  provide  technical  assistance  to  individuals  to 
obtain  micro-enterprise  loans  from  the  private  sector. 

The  Institute  for  Social  and  Economic  Development,  or  ISED, 
was  one  of  the  two  that  received  these  loans.  ISED  is  a  non-profit 
corporation  serving  the  State  of  Iowa.  It  pioneered  the  strategy  of 
using  commercial  lenders  to  make  and  administer  business  loans  to 
low-income  people.  We  believe  in  this  strategy  because  it  lets  banks 
do  what  they  already  do  and  what  they  do  well;  it  gets  clients  into 
the  commercial  lending  system,  it  avoids  the  high  cost  of  loan  ad- 
ministration, and  it  avoids  the  potential  role  conflict  of  being  both 
a  loan  collector  and  a  technical  assistance  provider. 

We  formed  partnerships  with  many  Iowa  banks  who  are  now 
willing  to  make  loans  of  a  size  they  normally  would  not  have  con- 
sidered, often  without  collateral,  and  to  a  clientele  such  as  welfare 
recipients  who  are  not  normally  customers  even  of  their  personal 
banking  services  let  alone  of  their  commercial  loan  departments. 
Commercial  banks  in  Iowa  like  the  partnerships  we  have  formed 
with  them,  and  they  have  established  loan  pool  set-asides  of  over 
$1.5  million  specifically  for  our  clients. 

The  SBA  program  has  helped  us  expand  our  program  statewide. 
The  SBA  program  has  only  been  operational  fully  for  3  months  but 
the  response  has  been  overwhelming.  We  had  projected  serving  a 
total  of  250  clients  but  we  are  already  serving  283;  72  percent  of 
those  are  women,  17  percent  are  ethnic  minorities  in  a  state  with 
only  a  2  percent  minority  population.  We  projected  facilitating 
access  to  financing  for  75  businesses;  8  clients  have  already  re- 
ceived loans  totaling  $87,000,  another  8  have  loan  applications  to- 
taling $65,000,  and  many  more  clients  are  in  the  process  of  prepar- 
ing those  applications. 

WEDGO,  the  Montana  organization  that  received  the  other  non- 
intermediary  grant, — and  I  guess  I  would  argue  that  we  are  not 
non-intermediaries;  we  are  a  different  kind  of  intermediary,  we  are 
a  non-financial  intermediary — has  had  a  similar  experience.  They 
projected  serving  200  clients  and  they  are  already  serving  292. 
They  projected  12  microloans  and  have  already  met  that  goal.  They 
projected  three  larger  loan  packages  and  are  already  working  on 
six  such  packages. 

We  are  finding  that  the  clients  we  are  serving  have  not  been 
able  to  obtain  assistance  from  traditional  sources.  Many  of  our  cli- 
ents are  at  a  very  basic  level  of  business  operation  and  have  little 
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concept  of  how  to  make  the  transition  to  formal  businesses  without 
a  lot  of  assistance.  Traditional  business  technical  assistance  is  usu- 
ally geared  to  larger  small  businesses  and  is  not  oriented  to  provid- 
ing the  level  of  services  or  the  extensive  and  intensive  services  re- 
quired by  these  clients. 

It  is  too  early  for  useful  information  on  the  default  rates  and  the 
economic  impact  on  the  communities,  but  it  is  clear  from  our  previ- 
ous experience  that  businesses  our  clients  start  stabilize  or  expand, 
have  significant  impacts  particularly  in  rural  communities  where 
they  increase  the  economic  independence  of  the  communities,  and 
have  a  multiplier  effect  on  the  economy  as  well  as  on  the  quality  of 
life  in  those  communities. 

I  want  to  address  an  issue  that  has  come  up  here,  the  AFDC  bar- 
riers. One  of  our  target  populations  has  been  AFDC  recipients.  Un- 
fortunately, in  most  states,  they  are  not  able  to  participate  in 
micro-enterprise  programs  because  the  moment  they  obtain  assets 
and  that,  when  combined  with  their  personal  assets,  has  a  value  of 
over  $100,000,  they  become  entirely  ineligible  for  AFDC  food 
stamps  and,  usually,  Medicaid,  and  get  completely  kicked  out  of 
the  program.  This  is  only  one  of  several  policy  barriers  that  elimi- 
nate self-employment  as  a  path  to  self-sufficiency  for  welfare  recipi- 
ents. 

In  Iowa,  we  have  been  able  to  serve  AFDC  recipients  because  of 
the  support  we  have  received  from  Governor  Branstad  and  the 
Iowa  Department  of  Human  Services  headed  by  Charles  Palmer, 
and  the  state  legislature.  DHS  has  obtained  waivers  of  these  poli- 
cies, and  I  think  we  are  the  only  state  where  we  have  statewide 
waivers  of  these  policies.  And  it  has  really  allowed  us  to  serve  the 
AFDC  recipients  in  a  way  that  no  other  state  has  been  able  to. 

Last  year,  Congress  passed  legislation  to  remove  these  barriers  to 
self-employment  but  it  was  vetoed  by  the  President.  We  sincerely 
hope  that  very  soon  you  will  act  again  to  remove  these  barriers  so 
that  other  SBA  programs  can  serve  AFDC  recipients  and  so  that 
AFDC  recipients  are  no  longer  excluded  from  its  benefits. 

And  I  hope  that  Senator  Grassley's  bill,  which  I  understand  is 
cosponsored  by  Senator  Bradley  and  perhaps  Senator  Bumpers, 
will  receive  the  support  of  this  Committee  as  well. 

I  want  to  close  with  two  recommendations.  One  is  to  urge  that 
the  organizational  capacity-building  be  a  central  element  of  the 
program.  What  you  said  earlier,  Senator  Bumpers,  about  the  im- 
portance of  getting  organizations,  intermediary  organizations,  that 
have  a  history  and  are  effective  is  very  important.  The  Association 
for  Enterprise  Opportunity,  our  national  trade  association,  in  a 
recent  position  paper  said,  "Although  the  micro-enterprise  field  is 
a  new  field,  many  organizations  have  built  substantial  expertise  in 
the  operation  of  the  programs.  With  institutional  support  and  an 
effective  mechanism  for  sharing  technologies  and  lessons  among 
the  programs,  existing  programs  can  expand  and  new  programs 
can  avoid  costly  mistakes." 

The  Small  Business  Committee  was  wise  to  include  in  the  legisla- 
tion funding  for  technical  assistance  to  grantee  agencies,  and  we 
are  really  happy  that  SBA  is  beginning  to  develop  a  systematic  ap- 
proach to  implementing  that  component. 
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I  want  to  make  one  other  brief  comment,  and  that  is  in  response 
to  your  comments  about  loan  guarantees.  Loan  guarantee  is  a 
strategy  we  have  used  in  Iowa  extensively. 

Partial  loan  guarantees.  And  I  think  that  is  an  important 
amendment  to  the  legislation,  to  allow  that  to  happen. 

I  would  commend  you  for  the  vision  you  have  demonstrated  in 
conceiving  and  passing  this  legislation  and  for  your  interest  in  as- 
suring its  success,  as  represented  by  this  oversight  hearing.  With- 
out this  program,  many  entrepreneurs  and  potential  entrepreneurs 
would  not  have  the  opportunity  to  fill  their  dreams,  indeed,  the 
American  dream,  of  owning  their  own  successful  small  business. 

[The  prepared  statement  of  Mr.  Else  follows:] 


□11)0 
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Institute  for  Social  and  Economic  Development 

1901  Broadway,  Siito  313  •  Iowa  City,  kiwm  52240  (USA)  ■  (319)  336-2331  •  FAX  (319)  33*5824 


TESTIMONY  TO  THE 

SMALL  BUSINESS  COMMITTEE 

U.  S.  SENATE 

Washington,  D.C. 

February  25, 1993 


ty 

John  F.  Else,  Fh-D.,  President 

Institute  for  Social  and  Economic  Development 

Iowa  City,  Iowa 

Mr.  Chairman  and  distinguished  members  of  the  Committee,  I  appreciate  the 
opportunity  to  appear  before  you  today  to  report  on  our  work  under  the  SBA 
Microloan  Demonstration  Program.   The  Institute  for  Social  and  Economic 
Development  (BED)  is  a  non-profit  corporation  that  provides  business  training  and 
technical  assistance  services  throughout  Iowa  for  women,  ethnic  minorities,  and 
low-income  persons.     It  has  branch  offices  in  six  Iowa  communities.  The  Institute 
also  conducts  a  variety  of  social  research  studies  nationwide. 

Tapping  Private  Sector  Financing:  SBA  Grants  to  Non-Intermediary  Organizations 

The  SBA  Microloan  Demonstration  Program  contains  two  distinct  sub- 
programs. The  persons  who  have  already  testified  represent  the  intermediaries  who 
received  loans  from  SBA  to  on-lend  to  borrows.  In  the  initial  round,  35  grants  went 
to  intermediary  organizations. 

The  second,  smaller  sub-program  of  the  Microloan  Demonstration  Program 
provides  grants  to  n  on -intermediary  organizations  for  provision  of  technical 
assistance  to  enable  individuals  to  obtain  microenterprise  loans  from  the  private 
sector.  ISED  was  one  of  two  organizations  to  receive  these  grants  in  the  initial 
round  in  1992.  The  other  was  the  Women's  Economic  Development  Group 
(WEDGO)  of  Missoula,  Montana. 

ISED'g  Experience 

BED  has  a  five-year  history  of  providing  business  training  and  technical 
assistance  to  low-income  Iowans.  We  enable  them  to  obtain  loans  from  commercial 
banks  to  start  or  expand  businesses  as  an  avenue  to  self-sufficiency.  In  1988,  Iowa 
was  one  of  five  states  involved  in  a  national  demonstration  testing  microenterprise 
development  as  a  strategy  for  helping  AFDC  recipients  become  economically 


Branch  Office*:  Burlington  •  Cedar  Rapids  •  Davenport  *  Des  Moines  •  Marshalllown  •  Waterloo 
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independent      Subsequently,  BED  expanded  its  services  to  33  Iowa  counties  and 
three  Illinois  counties.  The  SBA  grant  enabled  BED  to  offer  its  services  statewide,  to 
all  99  Iowa  counties. 

Using  the  Private  Sector  for  Microloans 

BED  pioneered  a  microenterprise  development  strategy  that  uses  commercial 
lenders  to  make  and  administer  the  loans.  We  believe  this  is  an  important  strategy 
because: 

•  it  lets  the  banks  do  what  they  are  set  up  to  do  and  do  well; 

•  it  gets  clients  into  the  commercial  lending  system; 

•  it  avoids  the  high  cost  of  loan  administration;  and 

•  it  avoids  the  potential  role  conflict  of  being  both  a  loan  collector  and  a 
technical  assistance  provider. 

The  banks  in  Iowa  have  been  willing  to  make  business  loans: 

•  of  a  size  that  they  would  normally  not  consider; 

•  often  without  collateral;  and 

•  to  a  clientele  (e.g.,  welfare  recipients)  who  are  not  normally  customers  of 
their  personal  banking  services,  let  alone  of  their  commercial  loan 

dep  artments. 

Iowa  lenders  have  been  very  responsive  to  this  approach.  Commercial  banks 
have  been  impressed  with  die  quality  of  the  business  plans  submitted  by  BED 
clients  and  their  abilities  to  explain  and  defend  their  plans.  They  have  been 
reassured  by  BED'S  commitment  to  form  a  partnership  with  them  by  providing 
follow-up  technical  ?s^g+ance  for  a  year  after  the  loan  is  made.  Consequently,  the 
banks  have  established  loan  pool  set-asides  specifically  for  BED  clients.  BED 
currently  has  over  $15  million  in  such  commitments  and  continues  to  expand  this 
pool  of  cooperating  banks. 

As  of  the  end  of  1992,  BED-prepared  entrepreneurs  have  leveraged  $665,000 
in  loans,  of  which  59%  have  come  from  commercial  banks  without  loan  guarantees. 
While  most  BED  clients  receive  their  loans  from  commercial  banks,  some  receive 
business  financing  from  other  sources:  other  private  loan  funds  such  as  the 
Anawim  Fund  of  the  Midwest,  a  social  responsibility  investment  fund;  public 
microenterprise  loan  funds  such  as  Iowa's  state  low-income  business  loan  fund  and 
its  targets  small  business  loan  fund;  and  friends  and  family. 

In  addition,  if  banks  are  not  willing  to  take  the  full  risk  of  the  loan,  BED  can 
provide  partial  loan  guarantees  through  its  Self-Employment  Loan  Fund  of  Iowa 
(SEFD,  a  loan  guarantee  fund  which  has  received  nearly  $200,000  in  giants  from 
foundations,  corporations,  churches,  and  civic  groups.  When  a  partial  loan 
guarantee  is  made,  the  banks  still  administers  the  entire  loan  amount 
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The  following  chart  shows  the  distribution  among  financing  sources  of  the 
$665,000  in  business  loans  leveraged  by  BED  clients. 


25% 


59% 


Commercial     □  Private  H  Public  BSEFl  B  Other 


Waiver  ofAFDC  Barriers 

Unfortunately,  AFDC  recipients  in  most  states  are  not  able  to  participate  in 
microenterprise  programs.  The  moment  they  obtain  business  assets  that,  combined 
with  their  personal  assets,  have  a  value  of  over  $1,000,  they  would  become  ineligible 
for  AFDC,  food  stamps,  and  probably  medicaid.  This  would  not  be  a  responsible 
decision  for  their  farrunes'  well-being.  Congress  passed  legislation  last  year  to 
remove  these  barriers  to  self-employment  in  AFDC  policies,  but  it  was  vetoed  by 
President  Bush.  We  sincerely  hope  that  very  soon  you  will  act  again  to  remove 
these  barriers  and  make  it  possible  for  AFDC  recipients  to  use  self-employment  as  a 
path  out  of  poverty  and  out  of  the  welfare  system. 

ISED  has  proven  that  microenterprise  can  be  effective  as  a  strategy  for  AFDC 
recipients  to  become  economically  independent  and  leave  AFDC  ISED  has  assisted 
126  AFDC  recipients  to  start  businesses.  Most  are  already  off  AFDC,  and  others  are 
moving  in  that  direction. 

Two  of  these  AFDC  recipients  are  who  women  live  in  a  small 
rural  Iowa  town.  One  started  a  video  rental  business  that  netted  (and 
paid  business  taxes  dh)  $35,000  in  1991.  Another  started  a  consignment 
clothing  store  that  netted  $16,000  in  1991. 

The  AFDC  recipients  who  come  to  ISED  for  business  training  and  technical 
assistance  are  predominantly  long-term  AFDC  recipients.  In  fact,  whereas  11%  of 
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the  total  AFDC  population  in  the  pilot  area  had  received  AFDC  for  over  two  years, 
64%  of  ISED's  clients  had  received  AFDC  for  over  two  years. 

One  of  the  reasons  BED  has  been  so  successful  in  microenterprise 
development  with  welfare  recipients  is  the  tremendous  support  we  have  received 
from  Governor  Branstad  and  the  Iowa  Department  of  Human  Services  (IDHS), 
under  the  leadership  of  Charles  Palmer.  IDHS  has  publicized  the  microenterprise 
training  program  among  AFDC  recipients,  and  it  has  tried  its  best  to  make  child  care 
and  transportation  reimbursement  available  to  the  persons  who  choose  the 
program. 

Most  importantly,  Iowa  DHS  petitioned  for  and  received  from  the 
Department  of  Health  and  Human  Services  waivers  of  a  number  of  AFDC  policies 
that  make  it  virtually  impossible  to  get  off  welfare  by  means  of  starting  a  business. 
The  original  waiver  applied  only  to  the  12  counties  in  the  pilot  project,  but 
subsequendy  the  Iowa  DHS  applied  for  and  obtained  approval  to  apply  the  waiver 
statewide.  To  my  knowledge,  Iowa  is  the  only  state  that  has  such  a  waiver. 

The  waiver  allows  participants  in  ISED's  microenterprise  development 
program: 

•  to  have  business  assets  in  excess  of  the  normal  $1,000  limit; 

•  to  count  as  income  against  the  AFDC  grant  only  the  net  profit  from  the 
business  (the  gross  revenue  minus  business  expenses  and  loan 
repayments);  and 

•  to  purchase  a  dependable  vehicle  (that  is,  a  vehicle  whose  cost  exceeds  the 
normal  $1,500  limit)  for  use  in  the  business  —  something  we  believe  is 
essential  to  successful  business  operation. 

ISED's  microenterprise  training  and  technical  assistance  program  has  proven 
itself  cost-effective  in  Iowa  For  the  four  year  demonstration,  serving  AFDC 
recipients  in  12  Iowa  counties,  the  net  tax  savings  was  over  $800,000  (tax  savings  of 
$1.5  million  dollars  (AFDC  grants,  food  stamps,  and  medicaid)  minus  program  costs 
of  $677,000].  These  tax  savings  do  not  include  the  additional  tax  income  from  sales 
and  income  taxes  produced  by  these  businesses. 

The  SBA  Program 

The  SBA  program  officially  started  in  August,  1992,  but  ISED's  contract  was 
not  signed  until  October.  Thus  we  have  only  been  fully  operational  for  three 
months.  The  response  to  the  availability  of  this  business  technical  assistance  has 
been  overwhelming.  We  had  projected  serving  a  total  of  250  clients,  but  are  already 
serving  283  clients.  These  clients  are  72%  women  and  17%  ethnic  minorities  — 
more  than  eight  times  the  percent  of  ethnic  minorities  in  Iowa's  population.  We 
did  not  anticipate  these  numbers.   We  have  had  to  scramble  to  revise  the  design  of 
our  program  to  try  to  accommodate  these  numbers.  It  has  not  been  easy. 
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We  projected  facilitating  access  to  financing  for  75  businesses.  Already  eight 
clients  have  obtained  loans  totaling  $87,000  (for  an  average  loan  size  of  $10,875): 

•  $65,500   from  commercial  banks, 

•  $6,500  from  other  private  loan  funds,  and 

•  $15,000  from  public  loan  funds. 

Another  eight  clients  have  loan  applications  totaling  $65,000  under  review  (an 
average  loan  size  of  $8,125),  and  many  more  clients  are  in  the  process  of  preparing 
applications.  It  is  too  early  for  useful  information  on  default  rates  or  the  economic 
impact  on  communities.  It  is  dear  from  our  previous  experience,  however,  that  the 
businesses  our  clients  start,  stabilize,  and  expand  have  significant  impact,  especially 
in  rural  communities,  where  they  increase  the  economic  independence  of  the 
communities  and  have  a  multiplier  effect  on  the  economy,  as  well  as  the  quality  of 
life  in  those  communities. 

WEDGO,  the  Montana  organization  that  received  the  other  non-intermediary 
grant,  has  had  a  similar  experience.  They  projected  serving  200  in  individual 
business  consulting,  but  are  already  serving  292  clients.  They  projected  12 
microloans  and  have  already  met  this  goal.  They  projected  3  larger  loan  packages 
and  are  already  working  on  6  such  packages. 

What  we  are  finding  is  that  people  are  craving  business  technical  assistance 
for  a  variety  of  reasons: 

•  to  enable  them  to  start  a  business; 

•  to  enable  them  to  grow  what  is  currently  an  occasional  income  generating 
activity  into  a  formal  business; 

•  to  help  them  prepare  a  formal  business  plan,  something  many  micro-level 
business  people  have  never  done,  so  that  they  can  approach  a  bank  for 
financing; 

•  to  assist  them  in  stabilizing  a  business  mat  is  in  serious  trouble; 

•  to  help  them  solve  a  specific  problem  that  is  a  barrier  to  reaching 
profitability  or  to  growth;  or 

•  to  help  mem  plan  for  the  expansion  of  their  business. 

We  are  finding  that  these  clients  are  often  not  able  to  obtain  assistance  from 
traditional  sources  of  business  technical  assistance.  Many  of  our  clients  are  at  such  a 
basic  level  of  business  operation  (for  example,  home-based,  cash  businesses  with 
virtually  no  financial  records)  and  have  little  concept  of  how  to  make  the  transition 
to  a  formal  business.  Most  have  tried  unsuccessfully  to  get  assistance  from  other 
sources.  Traditional  business  technical  assistance  is  usually  geared  to  larger  size 
small  businesses  that  have  greater  job-creation  potential  and  is  not  oriented  to 
providing  the  extensive  and  intensive  services  required  by  these  clients. 
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One  recommendation  I  have  for  the  on-going  development  of  the  SBA 
Microloan  Demonstration  Program  is  to  assure  that  organizational  capacity-building 
is  a  central  element  of  the  program.  This  concern  is  clearly  stated  In  the  Position 
Paper  of  the  Association  for  Enterprise  Opportunity  (AEO),  the  national  trade 
association  of  microenterprise  development  organizations: 

Although  die  microenterprise  field  is  a  new  field,  many  organizations 
have  built  substantial  expertise  in  the  operation  of  microenterprise 
programs—With  institutional  support  and  an  effective  mechanism  for 
sharing  technologies  and  lessons  among  programs,  existing  programs 
can  expand  and  new  programs  can  avoid  costly  mistakes.  (Chicago: 
Association  for  Enterprise  Opportunity,  Opening  Enterprise 
Opportunity:     Expanding  the  Microenterprise  Development  Field, 
1993.) 

The  Small  Business  Committee  was  wise,  in  designing  the  SBA  Microloan 
Demonstration  Program,  to  include  funding  for  technical  assistance  to  grantee 
agencies.  It  is  important  that  the  SBA  develop  a  systematic  approach  to 
implementing  this  component. 

I  want  to  commend  you  for  the  vision  you  demonstrated  in  conceiving  and 
passing  the  SBA  Microloan  Demonstration  program,  and  for  your  interest  in 
assuring  its  success,  as  represented  by  this  oversight  hearing.  Without  this  program, 
many  potential  entrepreneurs  would  not  have  the  opportunity  to  fulfill  their 
dreams  —  indeed,  the  American  Dream  —  of  owning  their  own  successful  businesses. 
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The  Chairman.  Thank  you  very  much,  Mr.  Else.  I  have  no  ques- 
tions of  this  panel.  I  have  appreciated  your  recommendations.  We 
hope  to  be  able,  through  the  Grassley  bill,  to  address  a  concern 
that  many  of  you  expressed  this  morning.  And,  secondly,  we  will 
also  explore  the  desirability  of  allowing  you  to  use  SBA  loans  to 
make  guaranteed  loans  through  the  banks,  as  some  of  you  have  dis- 
cussed. 

As  I  say,  we  want  to  proceed  with  some  caution  here  because  this 
program  can  have  two  or  three  bad  experience  and  then,  the  first 
thing  you  know,  everybody  is  going  to  be  down  on  it.  We  will  have 
some  bad  experiences.  But  generally,  I  am  extremely  pleased  with 
the  testimony  I  have  heard  this  morning. 

And  I  think  the  kind  of  success  rate  we  are  enjoying  so  far  in  the 
very  limited  experience  we  have  is  because  the  people  who  are  run- 
ning these  intermediaries  are  people  who  are  really  dedicated. 
They  are  really  trying  to  create  jobs  and  help  people  get  off  welfare 
and  all  of  those  things  that  all  of  us  like  to  talk  on  the  Senate  floor 
about.  So  we  want  to  shepherd  this  program  as  quickly  as  we  can, 
but  also  keeping  in  mind  that  it  is  very  important  to  keep  every- 
thing on  an  even  keel  and  make  sure  that  we  have  a  big  number  of 
successful  intermediaries. 

Senator  Pressler? 

Senator  Pressler.  Thank  you.  I  shall  be  very  brief.  I  am  very  in- 
terested in  job  creation  in  small  communities  and  rural  areas  espe- 
cially because  my  State  of  South  Dakota  is  made  up  principally  of 
smaller  cities  and  rural  areas. 

How  many  jobs  has  each  of  you  created  with  this  program? 

Or  maybe  you  do  not  do  that  kind  of  follow-up  work.  I  do  not 
think  we  need  all  of  the  paperwork  that  sometimes  goes  with  such 
analysis.  But  approximately, — I  know  some  of  you  have  mentioned 
it  in  your  work — how  many  jobs  have  you  created  that  would  not 
otherwise  exist? 

Ms.  Paz-Beckett.  In  our  program  with  the  eight  loans  that  we 
have  approved,  we  have  seen  slightly  over  40  jobs  created.  One  par- 
ticular business  has  over  100  part-time  positions  that  she  will  be 
employing. 

Ms.  Mathews.  With  the  loans  that  we  have  made  to  the  five  bor- 
rowers it  is  17  jobs.  Program-wide,  with  the  111  businesses,  it  is 
about  180  jobs. 

Senator  Wellstone.  That  is  without  any  economic  multiplier 
effect  in  the  community,  though. 

Senator  Pressler.  OK. 

Mr.  Else.  I  do  not  have  data  on  the  SBA  program  yet,  the  eight 
loans.  It  is  harder  for  us  to  track  those.  We  do  make  arrangements 
with  the  banks  to — they  ask  the  borrowers  to  sign  a  release  of  in- 
formation to  us  so  that  we  can  follow  the  default  rate,  but  I  do  not 
have  that  kind  of  data  yet. 

As  a  matter  of  fact,  one  of  the  things  I  would  say  we  have  strug- 
gled with  the  most  is  the  management  information  system,  in  our  5 
years  of  operating  micro-enterprises.  It  is  very  different  from 
trying  to  keep  track  of  any  other  kind  of  program  that  I  have  ever 
worked  with.  And  I  think  one  of  the  kinds  of  technical  assistance 
that  the  SBA  might  want  to  provide,  particularly  because  we  are 
generally  small  organizations,  is  help  in  designing  and  operating 
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management  information  systems  that  can  give  you  dependable 
data. 

Senator  Pressler.  Thank  you  very  much,  Mr.  Chairman. 

The  Chairman.  Senator  Wellstone? 

Senator  Wellstone.  Thank  you,  Mr.  Chairman.  I  will  just  try 
and  highlight  a  couple  of  quick  points.  One  thing  I  wanted  to  say  to 
Mr.  Else  before  I  get  started  is,  I  appreciate  Iowa's  waiver.  And  I 
do  not  know  how  often  this  gets  said  on  the  floor  of  the  Senate,  I 
suspect  it  does  not  get  said  too  often,  but  I  sometimes  think  or  fear 
that  when  we  talk  about  the  need  for  more  workfare  and  less  wel- 
fare, inadvertently,  we  end  up  scapegoating  people. 

In  other  words,  part  of  the  problem  is,  we  wanted  to  design  wel- 
fare in  such  a  way  that  we  wanted  to  keep  the  benefits  down  and 
make  sure  that  people  were  not  getting  ahead  being  on  welfare; 
therefore,  we  have  an  assets  test;  therefore,  if  you  are  able  to  get 
capitalized  or  receive  any  kind  of  loan  or  whatever  else,  you  then 
no  longer  are  eligible.  In  some  ways,  people  are  kind  of  stuck  there 
and  not  able  to  move  forward  because  we  kind  of  designed  it  that 
way.  And  then  they  are,  in  turn,  kind  of  scapegoated  for  staying 
there. 

Much  less,  as  we  have  talked  about  health  care  and  child  care 
and  all  the  rest,  I  do  not  think  any  of  this  welfare  reform  is  going 
to  be  done  on  the  cheap,  Mr.  Chairman,  in  the  short  run.  I  think 
we  will  all  be  further  ahead  in  the  long  run.  And  I  do  appreciate 
what  you  have  done  and  I  am  very  interested  in  this  legislation. 

Just  a  couple  of  questions.  First  of  all,  if  I  could,  Mary,  coming 
from  Virginia,  northeast  Minnesota,  and  I  am  sure  that  somewhere 
in  Arkansas  they  have  got  to  have  just  as  beautiful  a  town  and 
area,  it  is  just  gorgeous.  Let  me  just  point  to  some  figures  in  talk- 
ing about  successful  outcomes. 

I  would  like  to,  just  looking  at  the  Northeast  Entrepreneur  Fund, 
emphasize  how  small  your  loans  are.  The  loan  to  the  Petersons, 
was  it  $861? 

Ms.  Mathews.  Right. 

Senator  Wellstone.  And  the  average  loan  you  have  made  is 
$2,200,  and  the  largest  loan  of  all  is  $6,003.  It  is  really— that  is  why 
earlier  today  I  talked  about  breathtaking.  It  is  really  kind  of  inspir- 
ing what  you  have  been  able  to  do. 

And  my  only  question  is — and  I  guess  I  would  like  to  ask  this  of 
you,  Mary, — I  am  very  interested  in  whether  or  not  you  could 
maybe  pinpoint,  not  only  with  the  SBA  but  the  prior  experience 
you  have  had  with  microloan  programs  in  the  smaller  town  and 
rural  greater  Minnesota,  greater  Wisconsin,  greater  Arkansas  or 
South  Dakota,  just  if  you  could  maybe  emphasize  particular  ingre- 
dients that  make  for  success  and,  also,  some  of  the  obstacles  that 
you  find  yourself  up  against. 

With  a  rural  perspective.  Greater  Minnesota  perspective. 

Ms.  Mathews.  Senator,  our  smallest  loan  program-wide  is  $125 
and  that  was  a  deposit,  a  rental  income,  for  a  business  to  get  start- 
ed that  first  month. 

Senator  Wellstone.  That  was  how  much? 

Ms.  Mathews.  $125  was  our  smallest  loan.  Program-wide,  our 
largest  loan  is 

Senator  Wellstone.  And  what  happened  with  that  business? 
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Ms.  Mathews.  It  is  still  in  operation.  The  business  came  back  for 
two  additional  loans.  I  think  in  total  they  have  borrowed  about 
$400.  One  was  for  rent,  one  was  for  some  marketing  support,  and 
one  was  for  some  samples.  He  is  an  interior  decorator. 

In  a  rural  area,  one  of  the  difficulties  for  our  borrowers  is  access 
to  markets  and  how  far  they  have  to  go  to  get  to  their  population 
for  their  business.  It  also  creates  difficulties  for  us.  It  is  not  unusu- 
al for  us  to  drive  three  and  a  half  hours  to  get  to  a  borrower's  busi- 
ness. 

One  of  the  senators  asked  earlier  about  what  have  we  learned  as 
we  got  programs  started,  and  one  of  the  things  that  we  have 
learned  is  that  the  requirement  for  technical  assistance  following  a 
loan  is  critical,  and  it  is  far  greater  than  we  ever  dreamed. 

Senator  Wellstone.  If  I  could  interrupt  you,  that  has  come  up  in 
every  single  panel  that  we  have  heard  today  as  being  a  kind  of  crit- 
ical ingredient  for  success. 

Ms.  Mathews.  And  with  that,  we  feel  that  we  need  to  make  a 
site  visit  every  month,  and  the  cost  in  time  and  in  money  of 
making  those  site  visits  and  in  serving  a  population — northeastern 
Minnesota,  our  seven-county  area,  is  larger  than  New  Hampshire, 
so  we  drive  a  considerable  difference. 

Senator  Wellstone.  A  fifty  cent  gasoline  tax  might  not  have 
been  too  good. 

Ms.  Mathews.  That  would  be  a  tremendous  burden  on  our  al- 
ready-burdened budget. 

Senator  Wellstone.  If  I  am  correct,  you  were  asked  the  ques- 
tion— Brian  Alberg  who  works  with  me  just  gave  me  this  figure — 
you  said  17  jobs  altogether? 

Ms.  Mathews.  With  the  five  borrowers. 

Senator  Wellstone.  So,  for  $15,400  in  loans,  you  created  17  jobs? 

Ms.  Mathews.  Some  of  those  were  existing  businesses  that  al- 
ready had  those  employees,  so  it  would  be  a  created  or  retained 
figure.  Right. 

Senator  Wellstone.  You  did  not  have  to  say  that.  Do  you  have 
to  be  so  honest?  I  just  thought  this  is  a  great  figure. 

I  wanted  to  put  it  on  billboards  on  the  Microloan  Program. 

Ms.  Mathews.  Overall,  the  statistics  are  not  that  good,  or  are  not 
quite  that  low.  One  of  those  loans  was  a  second  loan  to  a  business, 
the  second  round  of  financing  that  we  have  done,  and  that  business 
has  grown  from  one  employee  to  now  10  employees. 

Senator  Wellstone.  But  the  point  is,  if  you  want  to  talk  about 
an  investment  that  pays  for  itself  many  times  over,  I  really  believe, 
so  far, — and  we  are  just  starting  out — we  have  a  record  that  we  can 
be  proud  of.  Thank  you  very  much. 

And  you  have  really  done  Minnesota  proud  today.  Thank  you  for 
being  here. 

Ms.  Mathews.  Thank  you. 

Mr.  Else.  Could  I  make  a  comment  on  your  cost-benefit  thing? 
The  Department  of  Human  Services,  in  order  to  continue  the 
waiver  for  another  year,  had  to  gather  cost  data  and  they  did  not 
have  the  staff  to  do  it.  But  they  agreed  that  if  we  would  provide  a 
staff  person  to  do  it  they  would  let  them  use  the  computers  and  so 
we  would  be  working  for  them. 
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We  went  in  and  looked  at  the  actual  gram  reductions  irom 
AFDC,  food  stamps  and  Medicaid.  It  was  a  $1.5  million  savings 
over  a  4-year  period  of  our  demonstration  program  in  12  counties 
at  a  program  cost  of  $677,000.  So,  over  $800,000  benefit,  net  sav- 
ings, from  the  program. 

Senator  Wellstone.  Over  a  4-year  period. 

The  Chairman.  That  is  a  great  statistic.  Very  impressive.  Sena- 
tor Moseley-Braun? 

Senator  Moseley-Braun.  I  have  no  questions,  Mr.  Chairman. 

The  Chairman.  Thank  you  all  very  much  for  being  with  us. 

I  think  this  has  been  a  fine  hearing  and  you  have  all  spoken  ex- 
tremely well.  Thank  you. 

We  will  stand  in  recess  subject  to  the  call  of  the  Chair. 

[Whereupon,  at  12:30  p.m.,  the  Committee  was  recessed,  subject 
to  the  call  of  the  Chair.] 
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